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I.   THE  PRESroENT  AND  THE  COURT 


\ddress  of  the  President  at  a  Luxcheox  of  the  Associated 
Press.  W.ujjorf-Astorlv  Hotel,  New  York,  April  24,  1923 

Mr.  President,  Members  of  the  Associated  Press  and  Guests: 
It  is  ine^•itable  that  the  President,  who  happens  to  be  a  newspaper 
man,  appearing  before  a  newspaper  gathering,  must  talk  some 
kind  of  shop.  I  am  wiUing  to  make  the  confession  that  I  would 
rather  talk  newspaper  shop  to  you  than  anything  else.  I  believe  I 
could  do  it  helpfully  sometimes,  because  I  have  had  my  viewpoint 
about  journalism  broadened  while  twisting  around  occasionally 
in  the  Executive  chair.  Frankly,  I  have  never  squirmed  under 
the  criticism,  but  I  have  sometimes  been  appalled  at  inaccuracy  of 
statement,  and  if  I  were  going  to  lecture  on  journalism  my  theme 
would  be  "a  Uttle  less  eagerness  and  much  more  of  accuracy." 

Not  very  long  ago  I  returned  from  a  southern  vacation  and 
picked  up  a  copy  of  a  very  friendly  publication,  and  in  a  story  on 
the  first  page  was  the  statement  that  during  my  trip  South  I  had 
broken  all  but  two  of  my  golf  sticks  and  was  in  the  process  of 
having  them  replaced.  Now,  that  was  not  very  serious  to  the 
countrj',  but  it  put  me  out  of  the  duffer  class  and  in  among  the 
dubs,  and  I  resented  it.  Nobody  breaks  eight  golf  sticks  in  five 
weeks.  It  can  not  be  done.  And  yet,  as  one  of  the  three  golf- 
playing  Presidents,  I  have  been  crucified  as  a  destroyer  of  sticks, 
eight  in  number  in  five  weeks. 

During  the  closing  days  of  the  last  session  of  Congress  I  sent 
to  the  Senate  a  communication  asking  its  advice  and  consent 
to  the  adherence  by  the  Government  of  the  United  States  to  a 
protocol  estabhshing  an  International  Court  of  Justice.  Out  of  this 
simple,  natural,  normal  proceeding  has  developed  so  much  of 
mystery  and  so  much  of  misunderstanding  and  so  much  of  pro- 
test and  approval  and  so  much  of  threatened  muddjdng  of  the 
political  waters,  that  I  welcome  this  opportunity  on  so  appropriate 
an  occasion  to  reveal  to  the  American  people  both  the  purpose 
and  the  motives  impelling. 

Ours  is  popular  government  through  the  agency  of  political 
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parties,  and  it  must  be  assumed  that  the  course  of  the  successful 
party,  which  is  at  the  same  time  an  honest  party,  must  be  fairly 
charted  by  the  platform  of  that  party  and  by  the  utterances  of 
its  candidates  when  appealing  for  popular  approval.  And  on  that 
assumption  it  is  seemly  to  recall  now  the  declarations  of  the  party 
in  power  relative  to  the  promotion  of  international  relationships. 
As  a  matter  of  fact,  our  Republic  began  its  expansion  of  influence 
and  participation  in  world  affairs  under  the  gentle  and  martyred 
McKinley,  and  in  his  days  political  parties  were  beginning  to 
speak  of  arbitration  and  promoted  international  friendships  and 
expanded  influence. 

Record  of  Political  Platforms 

In  1904  the  national  platform  of  the  Republican  Party  said 
"we  favor  the  peaceful  settlement  of  international  differences  by 
arbitration."  Four  years  later,  in  the  national  convention  of 
1908,  the  party  in  its  platform  alluded  to  the  progress  made  in 
keeping  faith  with  the  previous  declaration  and  said: 

"The  conspicuous  contributions  of  American  statesmanship 
to  the  cause  of  international  peace  so  strongly  advanced  in  the 
Hague  Conference  are  occasions  for  just  pride  and  gratification. 
.  .  .  We  indorse  such  achievement  as  the  highest  duty  of  a  people 
to  perform  and  proclaim  the  obligation  of  further  strengthening 
the  bonds  of  friendship  and  good  wall  with  all  the  nations  of  the 
world." 

Then,  in  1912,  the  Republican  platform — the  national  platform 
— made  a  very  explicit  declaration  relating  to  an  international 
court  of  justice.   I  quote  again  from  the  party  covenant  of  faith: 

"Together  with  peaceful  and  orderly  development  at  home, 
the  Republican  Party  earnestly  favors  all  measures  for  the  estab- 
lishment and  protection  of  the  peace  of  the  world,  and  for  the 
development  of  closer  relations  between  the  various  nations  of 
the  earth.  It  believes  most  earnestly  in  the  peaceful  settlement 
of  international  disputes  and  in  the  reference  of  all  controversies 
between  nations  to  an  international  court  of  justice." 

The  next  formal  and  solemn  pledge  was  made  in  1916.  I  quote 
again : 

"The  Republican  Party  beheves  that  a  firm,  consistent  and 
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courageous  foreign  policy,  always  maintained  by  Republican 
Presidents  in  accordance  with  American  traditions,  is  the  best, 
as  it  is  the  only  true,  way  to  preserve  peace  and  restore  to  us  our 
rightful  place  among  nations.  We  believe  in  the  peaceful  settle- 
ment of  international  disputes,  and  favor  the  establishment  of  a 
world  court  for  that  purpose." 

In  19:20  the  question  of  our  foreign  relationship  was  verj'  acute. 
The  Senate  had  rejected  the  ^'e^sailles  treaty  and  the  League  of 
Nations  pact.  The  convention  at  Chicago  voiced  its  approval 
of  the  rejection  but  was  unwilling  to  pledge  aloofness  from  the 
world.    Therefore  it  said  in  its  platform  pronouncement: 

"W^e  pledge  the  coming  Repubhcan  administration  to  such 
agreements  with  other  nations  of  the  world  as  shall  meet  the  full 
duty  of  America  to  ci\'ihzation  and  humanity,  in  accordance 
with  American  ideals,  without  surrendering  the  right  of  the 
American  people  to  exercise  its  judgment  and  its  power  in  favor 
of  justice  and  peace." 

As  a  participant  in  the  making  of  some  of  these  platforms  and 
as  the  banner  bearer  in  one  campaign,  I  have  the  right  to  beHeve 
they  spoke  the  party  conscience  so  plainly  that  it  is  not  easy  to 
misconstrue. 

But  there  are  other  utterances  which  it  is  seemly  to  recall.  I 
allude  to  the  interpretation  of  the  platform  by  the  candidate  in 
lO'^O.  On  August  ^S,  19W,  speaking  on  the  League  of  Nations 
proposal  I  said  frankly  and  verj-  definitely  I  did  not  favor  the 
United  States  entering  the  League  of  Nations.  It  was  declared 
then  that  the  issue,  as  defined  between  the  candidates,  involved 
the  disparity  between  a  world  court  of  justice,  supplemented  by 
world  association  for  conference,  on  the  one  hand,  and  the  Council 
of  the  League  on  the  other.  And  quoting  further  from  the  same 
address  I  recall  that  I  said : 

"The  one  is  a  judicial  tribunal  to  be  governed  by  fixed  and 
definite  principles  of  law,  administration  ^"ithout '  passion  or 
prejudice.  The  other  is  an  association  of  diplomats  and  poli- 
ticians, whose  determmations  are  sure  to  be  influenced  by  con- 
siderations of  honest  expediency  and  national  selfishness.  .  .  . 
One  a  government  of  laws  and  one  a  government  of  men." 
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As  Candidate  and  President 

And  in  that  same  address  I  commended  the  Hague  tribunal 
One  paragraph  is  particularly  appropriate  to  quote  afresh.  I 
quote : 

"I  believe  humanity  would  welcome  the  creation  of  an  inter- 
national association  for  conference  and  a  world  court,  whose 
verdicts  on  justiciable  questions  this  country,  in  common  with  all 
nations,  would  be  willing  and  able  to  uphold.  The  decision  of  such 
a  court,  or  the  recommendations  of  such  a  conference,  could  be 
accepted  without  sacrificing  on  our  part,  or  asking  any  other 
power  to  sacrifice,  one  iota  of  its  nationality." 

So  much  for  political  party  history.  I  have  quoted  it  because  I 
believe  in  keeping  the  faith.  If  political  parties  do  not  mean 
what  they  say,  and  if  political  candidates  do  not  mean  what  they 
say,  then  our  form  of  government,  our  form  of  popular  government, 
is  based  on  fraud  and  can  not  hope  long  to  endure. 

In  compliance  with  its  pledges  the  new  Administration  which 
came  into  power  in  March,  19^1,  definitely  and  decisively  put  aside 
all  thought  of  the  United  States  entering  the  League  of  Nations. 
It  does  not  propose  to  enter  now  by  the  side  door,  or  the  back 
door  or  the  cellar  door. 

I  have  no  unseemly  comment  to  offer  on  the  League.  If  it  is 
serving  the  old  world  helpfully,  more  pover  to  it.  I  would  wel- 
come the  demonstration  of  its  utihty  in  a  condition  which  loudly 
calls  for  help.  But,  it  is  not  for  ug.  The  Senate  has  so  declared, 
the  Executive  has  so  declared,  the  people  themselves  have  so 
declared.   Nothing  could  be  stamped  more  decisively  with  finality. 

And  in  the  further  keeping  of  the  faith,  the  Administration  made 
a  treaty  of  peace  with  Germanv,  a  just  treaty,  which  so  impressed 
our  wartime  enemy  that  when  we  came  later  on  to  set  up  a  mixed 
claims  commission  to  settle  the  claims  of  American  nationals 
against  Germanv,  that  nation  named  one  commissioner,  we  named 
one,  and  then  for  the  first  time  in  the  history  of  international 
relationships,  Germany  asked  us  as  a  contending  nation  to  name 
the  umpire,  the  third  member,  whose  vote  would  decide  all  differ- 
ences. I  know  of  no  like  tribute  to  a  nation's  fairness  in  all  the 
records  of  history. 

Then  in  the  fulfillment  of  the  pledge  of  free  conference,  the  inter- 
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national  conference  on  the  limitation  of  armaments  was  called, 
not  in  haste,  nut  because  someone  was  proddmg,  but  as  early 
as  the  barriers  to  success  could  be  removed.  The  spirit  of  that 
conference  and  the  achievements  wrought  have  been  written  into 
history  and  will  grow  immeasurably  beyond  the  almost  universal 
popular  favor  already  accorded.  There  was  not  alone  the  triumph 
of  reducing  naval  armaments,  and  ending  competition  which 
was  leadmg  to  oppressive  naval  strength,  and  adding  staggering 
burdens  to  the  treasuries  of  competing  powers;  not  alone  the 
removal  of  every  war  cloud  and  every  reason  for  conflict  in  the 
Pacific,  so  that  now  accord  and  concord  abide,  where  suspicion 
and  fear  had  pre\-iously  dwelt,  but  we  gave  an  example  to  the  world 
of  the  conference  way  to  peace,  which  time  'ndll  appraise  as  the 
supreme  accomplishment. 


The  Administration  and  the  Court 

Hardly  had  that  gratifying  work  been  accompUshed  before  the 
Administration  began  its  endeavors  for  further  fulfillment.  Mean- 
while an  International  Court  of  Justice  had  been  estabhshed.  It 
was  an  agency  of  peaceful  settlement  which  had  long  been  sought. 
Its  establishment  pre\aously  had  failed  because  no  agreement 
had  been  possible  over  the  method  of  electing  judges.  The  exist- 
ence of  the  League  of  Nations  offered  a  solution.  Almost  all  the 
Members  of  the  League  had  signed  the  protocol  establishing  the 
Court.  The  members  of  the  Council,  in  which  the  large  powers 
have  permanent  representation,  afforded  one  voting  body  with  a 
veto  on  the  members  of  the  Assembly  consisting  of  representatives 
of  all  nations,  and  members  of  the  Assembly  could  have  a  veto  on 
the  larger  powers  permanently  represented  in  the  Council.  Here 
was  a  device  for  electing  judges  which  removed  the  heretofore 
unsolvable  problem  of  a  satisfactory  means  of  selecting  them. 
Not  the  Council,  but  the  nations  members  thereof,  must  vote  in 
majority  for  the  same  candidates  for  which  members  of  the  Assem- 
bly vote  in  majority,  else  the  election  is  void  until  a  conference 
points  the  way  to  an  agreement. 

The  Court  was  established  and  is  functioning.  An  American 
judge  sits  on  the  Court,  though  we  had  no  part  in  choosing  him. 

Under  the  provisions  of  its  estabUshment  the  United  States 
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can  apply  for  a  court  decision  on  any  justiciable  question,  even 
as  any  nation  participating  in  its  establishment.  Perhaps  the 
Court  IS  not  all  that  some  advocates  of  the  court  plan  would 
have  It,  but  it  is  in  a  large  measure  the  fulfillment  of  an  aspiration 
we  long  have  boasted  for  the  United  States  of  America-  so  I 
thought,  and  I  still  think,  we  ought  to  be  a  party  to  the  agreement 
and  assume  our  part  in  its  maintenance  and  give  to  it  the  benefit 
of  such  influence  as  our  size  and  wealth  and  ideals  may  prove 
to  be. 

For  mere  eligibility  to  appeal  to  the  Court,  nothing  was  needed. 
But  It  did  not  seem  fair  to  seek  its  advantages  without  accepting 
all  becoming  responsibilities,  and  here  developed  the  stumbling- 
block.  Naturally,  we  should  wish  to  participate  in  selecting  the 
judges,  and  the  electors  designated  were  Members  of  the  League, 
We  had  no  thought  of  joining  the  League,  we  sought  none  of  its 
offerings  and  will  accept  none  of  its  obligations.  The  President 
could  propose  no  solution  to  the  signatory  powers,  because  the 
world  had  witnessed  in  disappointment  the  spectacle  of  an  Execu- 
tive proposing  and  the  Senate  disposmg.  It  was  not  desirable 
to  make  some  proposal  abroad  that  could  not  be  carried  out; 
indeed,  none  would  be  considered,  and  it  was  not  pleasing  to 
think  of  asking  the  Senate's  consent  to  a  program  to  which  the 
nations  concerned  would  not  agree.  So,  very  informally  and  very 
discreetly,  and  over  a  considerable  period  of  time,  the  situation 
was  felt  out,  and  when  satisfied  that  there  was  an  appropriate 
course  of  action  without  connection  with  the  League,  provided  the 
Senate  consented,  I  proposed  adherence  to  the  court  protocol, 
and  asked  the  Senate's  consent. 

The  documents  speak  for  themselves.  It  was  pointed  out  that 
no  rights  under  the  League  and  no  obligations  of  the  League 
would  be  incurred,  but  to  make  certain  that  we  would  not  be 
involved,  the  letter  of  the  Secretary  of  State  suggested  suitable 
reservations  to  afford  ample  guaranty. 

There  is  the  complete  recital.  It  is  in  harmony  with  platform 
pledges,  candidatorial  promises,  and,  I  believe,  with  American 
aspirations.  The  Senate's  decision  was  hardly  to  be  expected  amid 
the  enormous  pressure  of  business  incident  to  the  closing  weeks 
of  the  short  session.  But  I  felt  that  the  Senate,  the  country, 
and  the  friendly  nations  whose  counsel  we  had  sought,  were 
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entitled  to  know  that  our  gestures  abroad  were  sincere,  and  that 
our  own  people  should  know  that  there  are  no  secrets  about  our 
purposes  at  home,  once  they  are  matured. 


The  Position-  of  the  Senate 

Excessive  friends  of  the  League  have  beclouded  the  situation 
by  their  unwarranted  assiunption  that  it  is  a  move  toward  League 
membership.  Let  them  disabuse  their  minds,  because  there  is  no 
such  thought  among  us  who  must  make  our  commitments  abroad. 
And  the  situation  is  hkewise  beclouded  by  those  who  shudder 
excessively  when  the  League  is  mentioned,  and  who  assume 
entanglement  is  unavoidable.  Any  entanglement  would  first 
require  an  assent  of  the  Senate,  and  if  by  any  chance  the  Senate 
approved  of  any  entanglement,  the  present  Administration  would 
not  complete  the  ratification.  If,  in  spite  of  these  statements, 
uttered  with  full  dehberation,  there  are  excessive  and  unfounded 
hopes  on  the  one  hand,  or  utterly  unjustifiable  apprehensions  on 
the  other,  I  know  of  no  words  fittingly  to  apply. 

Frankly,  there  is  one  poHtical  bugbear.  \Mien  we  discussed 
the  League  of  Nations  and  its  rule  of  force,  with  its  superpowers 
through  a  political  council  and  assembly,  I  myself  contended  as  a 
Senator  for  equal  voting  power  on  the  part  of  the  United  States 
with  any  nation  in  the  world.  With  her  dominions  members  of 
the  League  Assembly,  the  British  Empire  wiU  have  six  votes  in 
that  branch  of  the  court  electorate,  but  it  has  only  one  in  the 
electorate  of  the  Council.  Li  view  of  the  fa<;t  that  no  nation  can 
have  more  than  one  judge,  it  is  a  less  formidable  objection  than 
when  appHed  to  the  League  as  a  superpower,  dealing  with  prob- 
lems hkely  to  abridge  a  nation's  rights.  I  appraise  the  objection 
now  as  one  who  voted  against  this  disparity  of  power  in  the  League 
Assembly,  but  in  an  appraisal  now  I  do  not  hesitate  to  say  that  if 
other  great  powers  can  accept  without  fear  the  voting  strength 
of  the  British  dominions,  when  these  great  powers  are  without 
the  ties  of  race  to  minimize  international  rivalries  and  suspicions, 
we  ought,  in  vievr  of  the  natural  ties  of  EngHsh-speaking  kinship, 
to  feel   ourselves  reasonably  free  from  danger. 

The  perfected  Court  must  be  a  matter  of  development.  I 
earnestly  commend  it  because  I  think  it  is  a  great  step  in  the  right 
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direction  toward  peaceful  settlement  of  judicable  questions,  to- 
ward the  elimination  of  frictions  which  lead  to  war,  and  a  surer 
agency  of  international  justice  through  the  application  of  law  than 
can  be  hoped  for  in  arbitration  which  is  influenced  by  the  prejudices 
of  men  and  the  expediency  of  politics. 

We  can  do  vastly  more  to  perfect  it  in  the  capacity  of  an  adherent 
than  in  an  aloofness  in  which  we  arrogate  to  ourselves  a  right  to 
say  to  the  world,  "We  dictate,  but  never  comply."  I  would  yield 
none  of  our  rights;  none  of  our  nationality,  but  would  gladly  give 
of  our  influence  and  our  co-operation  to  move  forward  and  upward 
toward  that  world  peace  and  that  reign  of  justice  which  is  infinitely 
more  secure  in  the  rule  of  national  honor  than  in  national  or  inter- 
national force. 

I  have  indulged  the  dream,  nay,  I  have  indulged  the  justified 
hope,  that  out  of  the  encouraged  and  sustained  Court  might  come 
the  fulfillment  of  our  larger  aspirations.  In  the  proof  of  its  utihty 
and  a  spirit  of  concord  among  nations  might  come  that  voluntary 
conference  of  nations  out  of  which  could  be  expected  a  clarified  and 
codified  international  law  to  further  assure  peace  under  the  law, 
and  bring  nations  that  understanding  which  is  ever  the  first  and 
the  best  guarantor  of  peace. 

I  would  not  have  it  thought  that  I  hold  this  question  paramount 
to  all  others  confronting  our  Government.  I  do  not  hold  it  a 
menace  to  the  unity  of  any  political  party.  It  is  not  to  be  classed 
as  a  party  question,  but  if  any  party,  repeatedly  advocating  a 
world  court,  is  to  be  rended  by  the  suggestion  of  an  effort  to  per- 
form in  accordance  with  its  pledges,  it  needs  a  new  appraisal  of  its 
assets. 

Our  problems  at  home  invariably  call  for  our  first  consideration. 
Our  own  house  must  be  assured  before  we  can  be  large  contributors 
to  world  progress  or  measurably  helpful  to  humanity.  I  have 
little  patience  with  the  contention  of  those  who  believe  that  large 
commercial  advantages  will  attend  our  larger  assumption  of  world 
responsibilities.  Nations  are  not  engaged  in  bartering  their  trade 
advantages  for  larger  fellowships.  We  do  not  do  it  ourselves,  and 
we  need  not  ask  what  we  do  not  give.  Commerce  is  the  very  life- 
blood  of  every  people's  existence,  and  a  nation's  commercial 
opportunities  are  valued  little  less  than  the  security  of  its  citizen- 
ship. 
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Must  Pil^ctice  Justice  Daily 

A  restored  Europe,  with  less  consumption  in  conflict  and  more 
production  and  consumption  in  hopeful  peace  and  banished  hate, 
would  add  to  the  volume  of  world  commerce.  We  would  gladly 
acclaim  such  a  restoration.  Our  influence  and  our  helpfulness  are 
ready  whenever  they  wiU  avail,  but  we  can  not  intrude  where  we 
ourselves  would  resist  intrusion. 

Our  position  commercially  is  gaining  in  strength,  because  we 
are  free  from  pohtical  entanglements  and  can  be  charged  with  no 
selfish  designs.  In  the  making  of  new  pacts  and  the  remaking  of 
old,  which  is  ever  going  on,  we  ask  no  more  and  accept  no  less  than 
the  equal  opportimity  which  we  are  ever  ready  to  grant  to  others, 
and  the  position  is  absolutely  unassailable.  The  nation  which 
grants  justice  may  confidently  ask  it,  and  the  world — social, 
political  or  commercial — which  would  promote  justice  through 
association  or  judgment  of  its  court  must  practice  justice  in  its 
daily  transactions.^ 

One  more  thought,  little  expected  on  this  occasion,  I  am  sure, 
but  particularly  appropriate  before  a  highly  representative  bodj* 
of  the  American  press.  I  know  from  experience  how  a  newspaper 
man  confidently  prints  opinions  on  public  affairs.  He  has  a  marked 
advantage  because  he  is  seldom  called  upon  to  make  good  unless 
he  happens  to  be  elected  President,  and  apparently  no  newspaper 
man  was  ever  put  to  that  test  before.  You  have  been  sajnng  a 
lot  about  the  failure  of  Congress  and  the  lack  of  team  work  between 
the  Executive  and  the  Congress,  and  many  of  you  have  deplored 
that  there  is  not  some  strong  man  in  the  White  House  to  make 
Congress  do  his  bidding. 

But  a  great  change  has  taken  place,  vitally  influencing  the  work 
of  administrative  and  legislative  fulfillment.  This  effectiveness  is 
no  longer  influenced  by  war  stress  or  Presidential  personaHty. 
The  great  change  has  come  about  unawares,  and  as  molders  of 
public  opinion  you  have  ignored  the  fundamental  reason.  It  is  the 
change  in  our  political  system,  the  rule  of  the  primaries,  the  drift 
toward  pure  democracy,  and  the  growing  impotence  of  pohtical 
parties.  We  have  got  away  from  the  representative  sj-stem;  we 
have  reached  a  point  where  the  lack  of  party  loyalty  has  made 

is  Iwr^^Ued  °       Administration's  policy  b  respect  to  the  merchant  marine 
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party  sponsorship  in  government  less  eflFective  than  it  was.  We 
have  come  to  the  time  when  a  party  platform  is  regarded  by  too 
many  men  in  pubhc  life  as  even  less  important  than  a  scrap  of 
paper,  and  groups  or  blocs  are  turned  to  serve  group  interests,  and 
many  individuals  serve  their  own,  while  contempt  for  party  con- 
ference or  caucus  has  sent  party  loyalty  pretty  much  into  the 
discard. 

Loosened  Party  Ties 

I  believe  in  political  parties.  They  were  the  essential  agencies  of 
the  popular  government  which  made  us  what  we  are.  We  were 
never  perfect,  but  under  our  party  system  we  wrought  a  develop- 
ment under  representative  democracy  unmatched  in  all  proclaimed 
Uberty  and  attending  human  advancement.  We  achieved  under 
the  party  system,  where  parties  were  committed  to  pohcies  and 
party  loyalty  was  a  mark  of  honor  and  inspiration  toward  accom- 
plishment. Nowadays,  in  many  states,  party  adlierence  is  flouted, 
loyalty  is  held  to  be  contemptible  and  nominations  for  office  are 
often  influenced  by  voters  enrolled  under  an  opposing  party 
banner,  and  platforms  are  sometimes  the  insincere  utterances  of 
expediency,  influenced  by  nominees,  rather  than  by  advocates  of 
principle. 

Let  no  one  misconstrue  me.  I  am  not  advocating  the  abandon- 
ment of  the  primary  which  gives  to  every  voter  a  voice  in 
nominating  men  for  office  and  determining  party  policy.  I  would 
carefully  preserve  and  safeguard  it  against  the  old-time  abuses 
which  impelled  its  adoption,  but  I  would  make  it  an  agent  of 
indisputable  party  expression  rather  than  a  means  of  party  con- 
fusion or  destruction.  I  like  the  inculcation  of  loyalty,  the  pride 
of  association,  and  the  inspiration  to  accomplishment.  I  like  the 
party  government  where  purposes  are  reached  in  the  reasoning  of 
honest  representation,  and  I  like  a  party  which  is  commissioned  to 
govern,  to  strive  in  good  conscience  and  all  loyalty  to  keep  the 
pledges  which  brought  it  popular  approval. 

Our  drift  to-day  is  toward  pure  democracy,  and  no  pure  democ- 
racy ever  long  survived.  We  talk  solemnly  and  earnestly  about 
preserving  our  world  civilization.  I  have  every  confidence  in  its 
sur\aval,  but  it  may  only  be  assured  by  human  kind  reaching  the 
proper  appraisal  of  the  secure  avenues  of  twenty  centuries  of 
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human  progress.  In  our  America  we  have  the  freest  and  the  best 
press  in  the  world.  In  its  power  of  to-day  only  the  press  can  sound 
the  warning  and  reason  to  that  conAnction  which  will  enable  us  to 
play  our  full  part  in  the  work  of  presers'ation. 

Not  Influenced  by  Bankers 

(Extract  from  address  before  the  .\merican    Society    of    Newspaper  Editors, 
Washington,  April  28,  1923) 

If  my  obsers'ation  as  President  of  the  United  States  has  taught 
me  any  one  thing,  it  is  that  there  are  too  many  men  in  the  news- 
paper world  who  beheve  one  thing  and  preach  another.  And 
that  is  not  honest  and  that  is  not  a  contribution  to  becoming 
journalism. 

How  shall  I  say  it?  I  sat  in  the  Executive  OflBces  and  Hstened 
to  an  outstanding  editor-pubhsher  of  the  United  States,  who 
took  my  time  for  two  hours,  urging  upon  me  the  necessity  of 
reduction  in  Federal  taxes,  notably  excess  profits  and  income  and 
siutaxes,  particularly  pressing  it  with  every  word  of  argument 
that  he  could  form,  and  his  newspapers  at  that  very  hour  were 
clamoring  that  the  minions  of  capital  were  proposing  to  reduce 
the  taxes  on  the  wealth  of  this  coimtrj'.  I  would  not  give  a  rap 
for  the  conscience  of  a  man  like  that.  Think  of  the  spectacle  of 
a  great  publisher  appeahng  to  the  President  on  the  one  hand  for 
the  very  thing  against  which  his  papers  were  crj'ing  out. 

I  will  give  you  another,  probably  not  a  reflex  of  selfish  interests. 
It  is  a  thing  that  suggests  fairness  of  comment.  If  I  made  a 
definition  of  journahsm  I  should  pronounce  journalism  the  pro- 
fession that  combines  the  pubUshing  of  news  with  an  honest 
interpretation  of  it  and  becoming  comments  thereon.  It  is  easy 
to  be  a  respectable  purveyor  of  news.  That  is  not  journalism. 
There  are  fine  ethics  in  pur^-eying  news,  but  journahsm  covers 
the  whole  field,  and  an  honest  journaHst  is  never  unfair  in  stating 
the  facts  upon  which  he  bases  his  comment. 

I  care  nothing  about  editorial  criticism  directed  against  the 
mdi\'idual.  But  I  read  within  forty-eight  hours  a  verj-  earnest 
editorial  wherein  it  was  stated  that  the  recent  proposal  of  the 
Executive  to  the  Senate  that  we  adhere  to  the  International 
Court  of  Justice  was  imposed  upon  the  Executive  by  the  influence 
and  the  cunning  and  design  of  the  international  bankers. 
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Well,  there  isn't  a  word  of  truth  in  it  and  I  want  to  tell  this  to 
you  because  it  will  enlarge  your  vision  and  enable  you  to  comment 
sometimes  a  httle  more  satisfactorily. 

I  have  been  President  something  more  than  two  years.  I 
have  yet  to  be  asked  for  an  audience  or  be  requested  an  inter- 
view by  a  single  international  banker  in  America  or  elsewhere. 
And  the  only  exchange  of  opinions  between  international  bankers 
and  the  President  of  the  United  States  has  been  at  the  request 
of  the  President,  and  it  is  fair  to  say  that  in  the  instances  when 
they  had  been  summoned  they  have  said  with  just  the  same 
patriotic  interest  and  devotion  that  you  would  say:  "Mr.  President, 
we  are  at  your  service  in  any  way  you  wish  to  command  us." 

It  is  fair  to  tell  you  that  when  publishers  and  editors  say  vnth 
seeming  sincerity  and  great  emphasis  that  the  Government  is 
being  led  astray  at  the  behest  or  design  of  the  bankers,  there 
isn't  a  grain  of  truth  to  justify  the  statement. 


Great  Advance  of  World  Society 

Letter  of  the  President  in  Reply  to  Resolution  of  the  Omo 

Senate 


The  White  House,  March  6,  1923. 

My  Dear  Governor  Bloom : 

In  the  press  of  busmess  incident  to  the  conclusion  of  the  Con- 
gress session  there  comes  to  me  to-day  a  copy  of  Senate  resolu- 
tion No.  44,  Eighty-fifth  General  Assembly,  State  of  Ohio, 
entitled  "A  resolution  extending  to  President  Harding  the  com- 
mendation of  the  Ohio  Senate  for  his  courageous  stand  in  favor 
of  an  international  court  of  justice."    The  resolution  reads: 

Whereas,  President  Harding  has  shown  his  courage  and  statesmanship 
by  recommending  that  the  United  States  be  represented  on  the  Inter- 
national Court  of  Justice,  which  is  a  continuance  in  permanent  form  of 
the  old  Hague  Tribunal,  and 

Whereas,  President  Harding  is  entitled  to  great  consideration  because 
of  the  deliberation  that  he  has  displayed  before  giving  his  final  approval 
to  such  step,  therefore,  be  it 

Resolved,  by  the  Senate  of  the  State  of  Ohio,  That  this  body,  on  behalf 
of  the  people  of  the  State  of  Ohio,  hereby  extend  to  President  Harding  its 
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commendation  for  the  courage  and  wisdom  he  has  shown  and  its  best 
wishes  for  the  favoiable  consummation  of  his  statesmanlike  proposal; 
be  it  further 

Resolved,  That  a  copy  of  this  resolution  be  forwarded  by  the  clerk  of 
the  Senate  to  the  President  of  the  United  States  and  to  the  President 
of  the  Senate  and  Speaker  of  the  House  of  Representatives. 

I  wish  to  tell  you,  and  through  your  official  capacity  to  inform 
the  members  of  the  Ohio  Senate,  of  the  especial  satisfaction  it 
has  given  me  to  receive  this  testimony  of  approval  and  of  valued 
support  from  a  body  of  which  I  was  for  a  long  time  a  member. 

I  feel  that  the  adhesion  of  our  country  to  the  program  and 
purposes  of  the  Court  of  International  Justice  would  represent 
a  long  and  important  step  toward  the  assumption  of  those  proper 
and  entirely  safe  relationships  to  international  affairs  which 
should  be  borne  by  such  a  country  as  our  o^-n. 

The  recommendation  that  the  United  States  adhere  to  the 
protocol  under  which  this  court  has  been  created  was  not  put 
forward  without  the  most  thorough  and  mature  deliberation. 
Those  who  at  this  time  are  intrusted  with  the  direction  of  the 
international  relations  of  our  countrj'  are  firmly  convinced  that 
this  move  not  only  would  represent  the  wise  policy  of  our  own 
people  but  would  be  an  emphatic  testimony  of  our  purpose  to 
encourage  everj-  feasible  project  for  establishing  the  rule  of  law, 
as  opposed  to  the  rule  of  power,  in  this  world.  The  whole  story 
of  civilization  has  been  the  story  of  the  efforts  to  substitute  the 
domination  of  justice  under  law  for  armed  might. 

I  may  say  frankly  that  it  is  inconceivable  to  me  that  the  Ameri- 
can people,  who  have  so  long  been  devoted  to  this  ideal,  should 
refuse  their  adherence  now  to  such  a  program  as  is  represented 
by  this  tribunal.  Nothing  could  be  further  from  the  purpose 
of  the  Administration  than  to  suggest  that  our  country  surrender 
any  of  its  control  over  its  own  fundamental  rights  and  destinies. 
But  we  may  be  sure  that  differences  will  always  arise  among 
states  and  peoples,  precisely  as  they  have  always'  arisen  between 
mdi\nduals;  and  just  as  courts  of  justice  and  equity  have  been 
set  up  to  determine  issues  as  between  individuals,  so  it  is  proper 
and  logical  that  provision  should  be  made  for  a  Uke  adjudica- 
tion of  those  differences  between  nations  and  peoples  which  may 
properly  be  committed  to  such  determination. 
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I  look  upon  the  establishment  of  the  Court  of  International 
Justice,  with  the  jurisdiction  that  has  been  given  to  it,  as  one  of 
the  greatest  advances  which  world  society  has  made  toward 
conditions  in  which  at  least  the  rule  of  law  may  be  substituted 
for  the  rule  of  force.  It  looks  to  the  settlement  of  issues  before 
they  become  dangerously  acute;  it  contemplates  the  elimination 
of  the  causes  of  conflict  and  war.  Feehng  thus  I  can  not  but 
believe  that  our  own  country  should  be  among  the  most  devoted 
adherents  of  such  a  program. 

In  view  of  these  sentiments,  you  wUl  not  doubt  the  sincerity 
with  which  I  assure  you  how  greatly  I  appreciate  the  testimony 
of  approval  which  the  Senate  resolution  has  brought  to  me.  Nor 
will  you,  I  trust,  omit  to  recognize  the  satisfaction  with  which  I 
acknowledge  the  fact  that  the  first  testimonial  which  has  come  to 
me  from  any  legislative  body  in  the  nation,  comes  from  my  own 
State  of  Ohio. 

Please  accept  an  expression  of  my  best  wishes  for  yourself 
and  for  the  members  of  the  Senate. 

Most  sincerely  yours, 

Warren  G.  Harding. 


II.    THE  SECEET.AHY  OF  STATE  AND  THE  CRITICS 


Address  ox  "The  Perm.^'^ext  Couht  of  Ixternation.^i.  Justice" 

DEIJV'EHED    before    THE    AMERICAN    SOCIETY    OF  IxTERXATIONAL 

Law,  Washington,  April  27,  1923 

It  is  my  purpose  to  discuss  in  the  simplest  manner  the  proposal 
made  by  the  President  that  the  United  States  should  participate, 
upon  stated  conditions,  in  the  support  of  the  Permanent  Court  of 
International  Justice.  In  making  this  proposal,  the  President 
has  been  animated  by  the  desire  to  promote  world  peace  and 
stabilization;  he  has  sought  to  give  effect  to  a  long  cherished  Ameri- 
can aspiration  and  to  pursue  in  the  projected  course  the  clear  line 
of  our  traditional  pohcy.  W  ith  fuU  appreciation  of  the  intensity 
of  feeling  aroused  by  the  controversy  of  recent  years  we  can  not 
fail  to  reahze  the  importance  of  having  the  subject  considered  upon 
its  merits,  and  the  supreme  need  is  an  understanding  of  the  facts 
which  should  remove  uncertainty  and  quiet  apprehension. 

Let  it  first  be  noted  exactly  what  the  proposal  is  and  what  it  is 
not.  As  the  President  has  explicitly  stated,  it  is  proposed  to  sup- 
port the  Permanent  Court  of  International  Justice;  it  is  not  pro- 
posed to  enter  the  League  of  Nations.  Those  who  desire  that  by 
this  method  the  I'nited  States  shall  become  a  member  of  the 
League  are  indulging  vain  hopes,  and  those  who  are  alarmed  at 
such  a  possibility  are  entertaining  vain  fears.  The  test  is  a  clear 
one.  If  the  Senate  should  approve  the  President's  recommenda- 
tion, the  United  States  would  still  be  outside  the  League.  Accept- 
ance of  the  President's  proposal  as  to  the  International  Court  will 
not  obtain  for  the  L'nited  States  a  single  right  or  subject  it  to  a 
single  obligation  under  the  Covenant  of  the  League. 

These  are  the  questions  in  which  I  assume  the  citizens  of  the 
United  States  are  interested: 

Is  it  a  good  thing  to  have  an  international  court.'' 

TVliy  should  we  have  a  permanent  court  instead  of  temporary- 
arbitral  tribunals? 

Is  the  Permanent  Court  of  International  Justice  established  on  a 
sound  basis? 

Is  there  any  good  reason  why  the  United  States  should  not 
support  it? 
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_  ■    •  •  '  ■      ■    '  •  Why  THP  Court  Exists 

'First.  'Why  sHoiild  there  be  an  international  court?  The 
manifest  answer  is  that  there  are  controversies  between  nations 
which  should  be  decided  by  a  court.  There  are  controversies  call- 
ing for  the  examination  of  facts  and  the  apphcation  of  principles  of 
law.  There  are  international  contracts  or  treaties,  now  more 
numerous  than  ever,  to  be  interpreted. 

Recognizing  the  distinction  between  questions  of  a  legal  nature 
and  questions  of  pohcy,  there  has  emerged  from  the  discussions  of 
jurists  an  agreement  defining  justiciable  disputes  as  those  which 
relate  to  the  interpretation  of  a  treaty,  to  any  question  of  interna- 
tional law,  to  the  existence  of  facts  which  would  constitute  a  breach 
of  an  international  obhgation  or  to  the  reparation  to  be  made  for 
such  breaches.  Other  questions  may  be  submitted  for  decision, 
but  questions  of  the  sort  above  described  are  manifestly  of  the 
same  character  as  those  which  in  all  civihzed  countries  are  recog- 
nized as  matters  for  determination  by  judicial  tribunals  whose 
impartial  judgment  affords  the  nearest  human  approach  to  absolute 
justice. 

It  is  to  the  direct  interest  of  the  United  States,  with  respect  to 
the  disposition  of  its  own  controversies,  that  the  best  practicable 
method  of  judicial  settlement  should  be  provided.  We  have  rights 
and  duties  under  international  law.  We  are  parties  to  treaties 
under  which  we  have  rights  and  obhgations.  As  we  can  not  be 
the  final  judge  in  our  own  cases,  we  need  the  best  possible  inter- 
national tribunal  to  decide  them.  This  is  to  the  interest  of  every 
American  citizen. 

It  is  also  to  the  interest  of  the  United  States  that  controversies 
between  other  nations  to  which  the  United  States  is  not  a  party 
should  be  appropriately  determined.  Suppose  a  citizen  of  New 
York  should  say  that  he  was  interested  only  in  having  a  judicial 
tribunal  to  determine  controversies  between  states  to  which  New 
York  was  a  party,  but  that  it  made  no  difference  to  him  what  hap- 
pened if  the  question  was  between  Missouri  and  Kansas.  Every 
citizen  knows  that  it  is  in  the  interest  of  domestic  peace  that  we 
should  maintain  a  tribunal  by  which  controversies  arising  between 
any  two  states  can  be  determined.  It  is  equally  essential  to  world 
peace  that  controversies  not  our  own  should  be  peacefully  and 
impartially  determined  wherever  that  is  possible.    As  President 
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McKinley  said,  "It  has  been  recognized  as  the  leading  fea  ure  of 
our  foreign  poHcy  throughout  our  entire  national  history  that 
Zve  should  be  "the  adjustment  of  difficulties  by  judicial  methods 
rather  than  by  force  of  arms."  ,     ,^      •  Tf 

How  are  controversies  between  nations  to  be  determmed.  If 
the  nations  are  able  to  agree,  the  question  does  not  arise.  But 
what  shaU  be  done  if  they  can  not  agree?  Is  their  controversy  to 
remain  a  festering  sore?  Ultimately,  the  alternative  to  peaceful 
settlement  is  the  arbitrament  of  force.  The  only  way  to  prevent 
war  is  to  dispose  of  the  causes  of  war,  and  the  desire  for  peace  must 
be  supported  bv  the  institutions  of  peace. 

Because  a  court  may  not  be  able  to  deal  with  every  sort  of 
controversy  but  only  with  controversies  that  are  appropriate  for  a 
court  to  decide  is  no  reason  for  dispensing  with  it.  There  is  no 
immediate  access  to  the  miUennium  and  a  demand  for  the  mdlen- 
nium  will  not  prevent  war.  Ji  the  plain  path  of  progress  m  deal- 
ing with  those  controversies  which  all  countries  recognize  to  be 
susceptible  of  settlement  through  judicial  tribunals  is  not  to  be 
followed,  then  no  progress  is  possible. 


Defects  of  Arbitral  Method 

Second.  WTiy  should  there  be  a  permanent  court  instead  of 
temporary'  arbitral  tribunals? 

The  principle  of  judicial  settlement  of  international  disputes  has 
been  apphed  from  early  times  through  arbitrators.  It  is  a  method 
of  great  value,  and  I  have  no  desire  to  underestimate  it.  We  have 
been  parties  to  more  than  70  arbitrations  and  we  have  concluded 
a  score  of  general  arbitration  conventions.  Throughout  its 
history  the  United  States  has  consistently  supported  this  sort  of 
judicial  process,  but  we  have  long  recognized  that  it  leaves  much 
to  be  desired. 

Arbitrators  are  selected  to  determine  a  particular  controversy, 
and  after  the  controversy  has  arisen.  When  the  decision  has  been 
made  the  arbitral  tribunal  ceases  to  exist.  There  is  unnecessarj' 
expense  in  the  creation  of  a  separate  tribunal  for  every'  case  and 
there  is  a  regrettable  loss  in  the  experience  of  judges  because  of  the 
lack  of  continuity  in  ser\"ice.  For  the  same  reason,  the  develop- 
ment of  the  law  suffers,  as,  instead  of  a  series  of  decisions  with 
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appropriate  relation  to  each  other  by  a  permanent  bench  of  judges, 
thus  graduaUy  estabhshing  a  body  of  law,  there  are  sporadic  utter- 
ances by  temporaiy  bodies  disconnected  with  each  other,  acting 
under  different  conditions  and  having  a  widely  different  capacity. 

There  is  a  still  more  serious  defect  in  this  process.  The  arbitral 
tribunal  is  composed  of  those  specially  selected  by  the  parties  to  the 
dispute.  In  legal  matters  of  minor  consequence,  where  national 
interest  is  relatively  small,  judicial  standards  are  more  readily 
maintained.  But  where  the  controversy  is  a  serious  one  and  suc- 
cess is  highly  important,  the  constitution  of  a  tribunal  after  the 
controversy  has  arisen  is  not  favorable  to  the  selection  of  those  who 
will  act  solely  as  impartial  judges.  And  those  members  of  the 
tribunal  who  are  the  separate  choice  of  each  party  tend  to  become 
advocates  rather  than  judges;  if  this  is  not  always  the  case  m  fact, 
it  is  generally  so  in  public  estimation. 

There  need  be  no  illusion  as  to  this  matter.    The  question  finally 
comes  to  the  selection  of  the  umpire,  or  third  or  fifth  arbitrator,  as 
the  case  may  be,  who  is  likely  to  have  the  deciding  vote.  The 
smaller  powers  have  the  less  difficulty  in  making  such  a  choice. 
They  have  a  range  of  selection  that  is  generally  satisfactory  from 
the  standpoint  of  national  interest  and  they  often  are  able  to  agree 
upon  a  tribunal  composed  of  a  single  arbitrator.    \Mien  there  is  a 
serious  controversy  between  great  powers,  however,  the  choice 
of  an  umpire  or  third  arbitrator  is  far  from  easy.    National  inter- 
ests are  far-reaching  and  a  selection  satisfactory  to  one  power  is 
for  the  same  reason  the  subject  of  objection  by  the  other.  The 
difficulty  has  been  vastly  increased  by  the  feehngs  engendered  and 
the  alignment  of  sympathies  in  the  Great  War.    It  has  become  a 
practice  to  provide  that,  m  case  of  a  failure  of  the  parties,  or  of 
the  arbitrators  respectively  selected  by  them,  to  agree  upon  an 
umpire  or  third  arbitrator,  he  shall  be  selected  by  some  designated 
power  or  powers.    This  is  because  some  means  of  choice  must  be 
pro\aded  if  the  parties  can  not  agree,  but  this  course  places  with 
the  designated  power  or  powers  the  wtual  control  of  the  final 
constitution  of  the  tribunal.    The  alternative  is  to  have  the  selec- 
tion determined  by  lot,  and  certainly  this  is  not  a  satisfactory 
method. 
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Court  Gives  liiPROVEo  Method 
Even  where  the  parties  are  able  to  agree  upon  the  arbitrators 
there  still  remains  the  danger  that  considerations  of  political 
expediency  will  usurp  the  place  of  judicial  standards.  I  would  not 
disparage  the  motives  of  arbitrators  or  the  importance  of  their 
service,  but,  as  Mr.  Root  has  well  said,  they  too  often  "consider 
themselves  as  belonging  to  diplomacy  rather  than  to  jurisprudence; 
they  measure  their  responsibility  and  their  duty  by  the  traditions, 
the  sentiments  and  the  sense  of  honorable  obligation  which  has 
grown  up  in  centuries  of  diplomatic  intercourse,  rather  than  by 
the  traditions,  the  sentiments  and  the  sense  of  honorable  obUgation 
which  characterizes  the  judicial  department  of  ci%dhzed  nations." 
The  process  tends  to  the  intrusion  of  pohtical  interest  and  to  a 
solution  by  compromise  instead  of  a  proper  judicial  determination. 
Questions  of  right  come  to  be  determined  as  questions  of  policy. 

The  problem  in  the  improvement  of  the  judicial  process  in  inter- 
national relations  is  to  secure  immunity,  so  far  as  is  humanly  pos- 
sible, from  considerations  of  political  interest  and  policy  and  to 
have  the  rights  and  obligations  of  nations  determined  upon  their 
merits.  The  United  States  has  taken  the  lead  in  the  endeavor  to 
secure  this  result  by  the  most  appropriate  method,  that  is,  by  the 
establishment  of  a  permanent  international  court. 

Secretary  Hay  instructed  the  American  delegates  to  the  First 
Hague  Conference  in  1899  to  present  a  plan  for  an  international 
tribunal  of  a  permanent  character.  While  this  project  was  not 
adopted  the  conference  did  make  a  decided  improvement  in  exist- 
ing practice  by  pro\-iding  a  code  of  arbitral  procedure  and  an 
eligible  list  of  arbitrators  from  which  tribunals  might  be  constituted 
for  the  determination  of  such  controversies  as  the  parties  concerned 
might  agree  to  submit  to  them.  This  was  called  a  Permanent 
Court  of  Arbitration,  but  it  was  not  in  fact  a  permanent  court;  it 
was  a  panel  of  arbiters.  This  Government  still  cherished  its  ideal 
and  hence,  at  the  Second  Hague  Conference,  our  delegates  were 
instructed  by  Secretary  Root  to  bring  about  "a  development  of 
the  Hague  Tribunal  into  a  permanent  tribunal  composed  of 
judges  who  are  judicial  officers  and  nothing  else,  who  are  paid 
adequate  salaries,  who  have  no  other  occupation,  and  who  will 
devote  their  entire  time  to  the  trial  and  decision  of  international 
causes  by  judicial  methods  and  under  a  sense  of  judicial  respon- 
sibiUty." 
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Mr.  Choate,  as  the  first  delegate  of  the  United  States,  in  pre- 
senting to  the  conference  the  American  plan  for  a  permanent  court, 
quoted  the  words  of  President  Roosevelt  that  he  hoped  "to  see 
the  Hague  court  greatly  increased  in  power  and  permanency  and 
the  judges,  in  particular,  made  permanent  and  given  adequate 
salaries,  so  as  to  make  it  increasingly  probable  that  in  each  case 
that  may  come  before  them  they  will  decide  between  the  nations, 
great  or  small,  exactly  as  a  judge  within  our  own  limits  decides 
between  the  individuals,  great  or  small,  who  come  before  him." 


Hague  Tribunal  Inadequate 

Mr.  Choate  observed  that  the  work  of  the  First  Conference, 
noble  and  far-reaching  as  it  was,  had  not  proved  entirely  adequate 
to  meet  the  progressive  demands  of  the  nations,  and  to  draw  to 
the  Hague  tribunal  for  decision  any  great  part  of  the  arbitrations 
that  had  been  agreed  upon;  and  that  in  the  eight  years  of  its  exist- 
ence only  four  cases  had  been  submitted  to  it,  and  of  the  60  judges, 
more  or  less,  who  were  named  as  members  of  the  court,  at  least 
two-thirds  had  not  as  yet  been  called  upon  for  any  service.  He 
found  the  reasons  to  lie  in  undue  expense;  in  the  fact  that  there 
was  "nothing  permanent  or  continuous  or  connected  in  the  ses- 
sions of  the  court";  that  it  had  "thus  far  been  a  court  only  in  name 
— a  framework  for  the  selection  of  referees  for  each  particular 
case,  never  consisting  of  the  same  judges."    "Let  us  then,"  said 
he,  "seek  to  develop  out  of  it  a  permanent  court,  which  shall  hold 
regular  and  continuous  sessions,  which  shall  consist  of  the  same 
judges,  which  shall  pay  due  heed  to  its  own  decisions,  which  shall 
speak  with  the  authority  of  the  united  voice  of  the  nations,  and 
gradually  build  up  a  system  of  international  law,  definite  and 
precise,  which  shall  command  the  approval  and  regulate  the 
conduct  of  the  nations." 

Mr.  Choate  added  that  the  plan  proposed  by  the  American 
delegates  did  not  "in  the  least  depart  from  the  voluntary  character 
of  the  court  already  established.  No  nation  can  be  compelled  or 
constrained  to  come  before  it,  but  it  will  be  open  for  all  who  desire 
to  settle  their  differences  by  peaceful  methods  and  to  avoid  the 
terrible  consequences  and  chances  of  war."  With  solemn  emphasis, 
disclaiming  any  pride  of  opinion  as  to  any  point  or  feature  of  the 
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American  plan,  he  warned  the  great  gathering  of  the  representa- 
tives of  all  the  nations  that  it  "would  be  false  to  its  trust  and  would 
deserve  that  the  seal  of  condemnation  should  be  set  upon  its  work" 
if  it  did  not  "strain  ever>'  nerve  to  bring  about  the  establishment 
of  some  such  great  and  permanent  tribunal." 

While  the  Second  Hague  Conference  discussed  a  project  and 
recommended  a  draft  convention  for  the  establishment  of  a 
permanent  court,  it  was  unable  to  find  a  satisfactory'  method  of 
selecting  the  judges,  and  for  this  reason  the  project  failed.  Still 
the  American  delegates  reported  to  their  Government  that  in  the 
proposed  project  the  foundations  of  a  permanent  court  had  been 
broadly  and  firmly  laid,  and  added —  "a  httle  time,  a  httle  patience, 
and  the  great  work  is  accomplished."  Echoing  the  same  senti- 
ment. President  Roosevelt  said  in  his  next  message  to  the  Con- 
gress: "Substantial  progress  was  also  made  toward  the  creation  of 
a  permanent  judicial  tribunal  for  the  determination  of  interna- 
tional causes."  He  regarded  the  unsettled  question  as  to  the 
method  of  selecting  judges  as  "plainly  one  which  time  and  good 
temper  will  solve." 

The  estabUshment  of  a  permanent  court  of  international  justice 
continued  to  be  a  cardinal  feature  of  American  policy. 


How  Permanent  Coxjrt  is  Established 

Third.  Is  the  present  Permanent  Court  of  International  Jus- 
tice, to  which  the  President's  recommendation  refers,  established 
on  a  sound  basis.' 

This  question  in%'ites  consideration  of  its  organization;  of  the 
extent  to  which  the  court  has  the  support  of  the  nations;  of  the 
jurisdiction  and  standards  of  the  court;  and  of  the  qualifications, 
tenure,  method  of  selection  and  independence  of  the  judges  com- 
posing it. 

The  Permanent  Court  of  International  Justice  has  been  estab- 
lished under  what  is  called  a  statute,  or  constitution,  which  defines 
Its  organization,  jurisdiction  and  procedure.  In  the  preparation 
of  this  statute  the  Council  of  the  League  called  to  its  aid  an  inter- 
national committee  of  the  most  distinguished  jurists,  among  whom 
was  Mr.  Root.  This  Advisory-  Committee  of  Jurists  formulated 
a  plan  for  a  permanent  court.    The  plan  was  considered  and 
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amended  in  the  Council  and  Assembly  of  the  League,  but  its  main 
structure  was  retained.  While  the  amended  plan  was  adopted 
by  the  Assembly  of  the  League,  it  could  not  be  put  into  effect  by 
action  of  the  League.  In  view  of  the  scope  of  the  plan,  it  was 
necessary  to  have  a  special  international  agreement  on  the  part 
of  the  states  which  were  willing  to  accept  it.  Accordingly  a  special 
protocol  or  agreement,  with  the  statute  of  the  court  annexed,  was 
drawn  up  and  sent  to  the  nations  for  approval.  I  understand  that 
about  46  states  have  signed  this  special  agreement,  and  of  these 
about  34  states  have  already  ratified  it. 

The  Permanent  Court  is  thus  an  estabhshment  separate  from  the 
League,  having  a  distinct  legal  status  created  by  an  independent 
organic  act. 

The  jurisdiction  of  the  court  comprises  all  cases  which  the  parties 
refer  to  it  and  all  matters  specially  provided  for  in  treaties  and 
conventions  in  force. 

Careful  provision  has  been  made  to  secure  the  independence 
of  the  court  and  to  safeguard  the  appropriate  discharge  of  its 
functions  as  a  judicial  body  in  accordance  with  accepted  judicial 
standards.  The  statute  of  the  court  provides  that  it  shall  be 
composed  "of  a  body  of  independent  judges,  elected  regardless 
of  their  nationality  from  among  persons  of  high  moral  character, 
who  possess  the  qualifications  required  in  their  respective  countries 
for  appointment  to  the  highest  judicial  offices,  or  are  juriscon- 
sults of  recognized  competence  in  international  law."  The  court 
consists  of  fifteen  members — eleven  ordinary  judges  and  four 
deputy  judges.  The  eleven  judges  constitute  the  full  court,  but 
if  they  can  not  all  be  present  the  deputy  judges  may  be  called 
on.  Nine  constitute  a  quorum.  The  court  is  thus  large  enough 
to  be  appropriately  representative  and  at  the  same  time  is  not  so 
large  that  it  can  not  effectively  transact  its  business. 

The  judges  are  elected  for  nine  years  and  are  eligible  for  re- 
election. Every  judge  before  taking  up  his  duties  must  make  a 
solemn  declaration  in  open  court  that  he  will  exercise  his  powers 
impartially  and  conscientiously.  The  ordinary  members  of  the 
court  may  not  exercise  any  political  or  administrative  function. 
This  provision  applies  to  the  deputy  judges  during  the  time  that 
they  are  performing  their  duties  on  the  court.  No  judge  can  be 
removed  by  the  League  of  Nations.    A  judge  can  not  be  dis- 
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missed  unless,  in  the  unanimous  opinion  of  the  other  members  of 
the  court,  he  has  ceased  to  fulfill  the  required  conditions.  This 
gives  the  judges  absolute  security  in  the  impartial  performance  of 
their  duties. 

The  statute  pro\ndes  that  in  deciding  cases  the  court  shall 
apply  international  conventions  establishing  rules  expressly 
recognized  by  the  contesting  states;  international  custom,  as 
evidence  of  a  general  practice  accepted  as  law;  the  general  princi- 
ples of  law  recognized  by  cix^lized  nations;  and  the  judicial  deci- 
sions and  the  teachings  of  the  most  highly  qualified  publicists 
of  the  various  nations,  as  subsidiary  means  for  the  determination 
of  rules  of  law.  All  questions  are  decided  by  a  majority  of  the 
judges  present,  and  in  the  event  of  an  equahty  of  votes  the  presi- 
dent or  his  deputy,  who  are  elected  by  the  court  itseK,  shall  have 
a  casting  vote. 

The  judgment  of  the  court  is  to  be  final  and  without  appeal.  It 
is  expressly  pro\-ided,  however,  that  the  decision  of  the  court 
shall  have  no  binding  force  except  between  the  parties  and  in 
respect  of  the  particular  case  decided. 


Le-^gue  Solved  Choosing  of  Judges 

As  ah-eady  obser^-ed,  the  Hague  project  of  1907  for  the  estabhsh- 
ment  of  a  permanent  court  failed  because  it  was  found  to  be 
impossible  to  agree  upon  the  method  of  selecting  the  judges. 
Manifestly,  if  the  nations  are  to  participate  in  maintaining  an 
international  court  they  must  have  suitable  opportunity  to  parti- 
cipate in  the  election  of  those  who  compose  it.    Still,  to  have 
everj'  nation  represented  upon  such  a  court,  or  to  have  a  selection 
of  a  permanent  body  of  judges  according  to  nationahty,  would 
be  wholly  impracticable,  and  insistence  upon  such  a  course  would 
make  impossible  the  estabhshment  of  a  permanent  court.  The 
fundamental  postulate  of  international  law  is  the  equality  of 
states,  but  if  this  principle  alone  is  observed  and  aU  states  should 
jom  m  the  election  of  judges  precisely  upon  the  same  footing, 
the  smaU  powers  would  have  a  great  majority  and  would  control 
the  election.    Even  though  the  jurisdiction  of  the  court  was  not 
compulsorj',  a  court  thus  constituted  would  not  be  hkely  to  eniov 
the  confidence  of  the  great  powers.   At  least,  the  fear  of  such  an 
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arrangement  has  been  until  now  an  insuperable  obstacle  in  estab- 
lishing an  international  court. 

This  difficulty  has  been  surmounted  by  providing  that  the  two 
groups  of  powers  in  the  Council  and  Assembly  of  the  League 
shall  act  concurrently  in  the  election  of  judges.  The  CouncU  is 
a  smaU  body,  of  ten  members,  and  the  great  powers— Great 
Britain,  France,  Italy  and  Japan— are  permanent  members,  the 
others  being  nonpermanent  members.  The  Assembly,  on  the 
other  hand,  embraces  all  the  members  of  the  League,  52  m  number 
The  statute  of  the  court  provides  that  in  electing  the  judges  each 
of  these  bodies  shall  proceed  independently,  and  the  successful 
candidate  must  have  a  majority  of  the  votes  in  each.  The  result 
is  that  the  great  powers  are  able  to  vote  in  a  small  group,  of  which 
they  are  permanent  members,  while  aU  the  smaller  powers  can 
vote  in  the  other  group,  In  this  way  the  great  powers  and  the 
smaller  powers  have  a  check  upon  each  other,  and  it  is  as  certain 
as  anything  human  can  be  that  their  concurrent  action  will  result 
in  the  election  of  impartial  judges.  ,  ,     .     ,  ^• 

It  should  be  noted  that  the  Council  and  Assembly,  in  electing 
judges,  do  not  act  under  the  Covenant  of  the  League  of  Nations^ 
That  Covenant,  which  determines  the  rights  and  obhgations  of 
members  of  the  League,  invests  them^th  no  authority  what- 
ever for  such  action.  The  election  is  held  under  the  pro^nsions 
of  the  statute  of  the  court  which  rests,  as  I  have  said,  upon  a 
special  international  agreement.  For  this  P^JPOse,  the  Council 
and  Assembly  are  electoral  bodies  which  are  utihzed  because  they 
"e  groups  of  states,  and  through  provision  for  their  concurren 
action  the  difficulty  of  finding  a  satisfactory  basis  of  selection  has 

'7hi™stion  was  brought  forward  by  Mr.  Root  in  the  Ad- 
visory Committee  of  Jurists.  Analogy  was  found  m  the  p  an 
wS  made  possible  our  organic  Union  by  pro^ading  for  the 
representation  of  sovereign  states  in  the  Senate  and  of  the  people 
[n  the  House  of  Representatives,  and  requiring  m  the  enactment 
"f  latSon  of'both  groups.  The  methods  of  electing  Judges 
for  the  permanent  court  is  thus  a  practical  ^o^'^tion,  and  I  th^k 
t  mav  belaid  that  without  a  solution  of  this  sort  which  wiU 

enaTgtrpowers  to  ^-^.^^"fS^^^^^^^^^ 
and  the  latter  to  have  a  check  upon  the  former,  a  per 
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court  can  not  be  established.  We  are  generally  in  danger,  in  all 
efforts  at  progress,  of  being  balked  by  an  impractical  idealism; 
in  this  case  it  is  fortunate  that  a  wise  practicality  has  enabled  the 
nations  to  attain  the  ideal  of  an  impartial  court. 

Guaranty  of  Fair  Elections 

It  should  be  added  that  candidates  for  election  are  nominated 
by  national  groups  of  arbitrators  who  are  on  the  panel  established 
by  the  Hague  Convention  and  the  election  is  made  from  the 
candidates  presented  by  these  groups,  except  that,  in  case  of 
mabihty  otherwise  to  agree,  a  joint  conference  of  representatives  of 
the  Council  and  Assembly  may  unanimously  present  another  name 
to  each  body.  These  national  groups  who  thus  have  the  privi- 
lege of  nominating  candidates  for  the  Permanent  Court  of  Inter- 
national Justice  are  selected  by  the  Governments,  respectively, 
under  the  Hague  Convention  as  men  of  known  competency  in 
questions  of  international  law  and  of  the  highest  moral  reputation. 
Before  making  these  nominations,  each  national  group  is  recom- 
mended by  the  statute  of  the  court  to  consult  its  highest  court 
of  justice,  its  legal  faculties  and  schools  of  law,  and  its  national 
academies  and  national  sections  of  international  academies  devoted 
to  the  study  of  law.  Thus  the  participating  nations  have  the 
opportunity  to  submit  the  names  of  their  leading  jurists. 

The  plan  gives  everj'  assurance  against  a  successful  attempt  by 
any  bloc  to  manipulate  or  control  the  elections.  Any  such  attempt 
in  the  Assembly  would  meet  with  the  greatest  difficulty  in  view 
of  its  52  members  and  their  diverse  interests,  while  any  effort  on 
the  part  of  the  Council  to  elect  a  judge  partial  to  particular  inter- 
ests would  be  wrecked  in  the  Assembly.  It  is  wholly  improb- 
able that,  acting  in  this  way,  the  participating  nations  would  be 
able  to  agree  upon  judges  unless  they  were  men  of  acknowledged 
merit  with  a  public  reputation  affording  the  best  possible  guaranty 
of  competence  and  impartiahty. 

The  judges  chosen  through  the  concurrent  action  of  these 
groups  will  be  in  all  probability,  as  in  the  case  of  those  already 
elected,  men  of  mature  years  who  have  won  high  distinction. 
They  are  elected  for  nine  years  and  will  most  probably  be  re- 
elected if  they  give  faithful  service.    This  means  that"^  men  of 
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exceptional  experience  and  recognized  fitness  for  these  most 
important  posts  are  chosen  at  a  time  of  life,  and  for  a  term  of 
service,  which  leaves  them  no  motive  but  to  devote  the  rest  of 
their  career  to  making  efficient  the  administration  of  international 
justice  to  the  full  extent  of  their  abihty.  If  there  is  any  practicable 
plan  better  safeguarding  the  essentials  of  an  international  court, 
it  has  never  been  suggested. 

In  considering  the  question  of  the  relation  of  the  court  to  the 
League,  it  must  be  remembered  that  if  there  were  no  League, 
you  would  still  have  to  deal  with  the  states  composing  the  League. 
If  you  are  to  have  a  permanent  court,  these  states  should  parti- 
cipate in  establishing  it  and  maintaming  it  and  in  electing  its 
judges.  The  question  would  still  remain — whether  all  these 
states  in  choosing  judges  should  act  in  one  body,  or  group,  what- 
ever you  might  call  it,  or  not.  If  it  were  insisted  that  they  should 
act  in  one  body  upon  precisely  the  same  footing,  we  should  return 
to  the  old  difficulty  and  get  no  court  at  all.  If,  on  the  other 
hand,  you  say  that  the  participating  states  should  act  in  two 
bodies  or  groups,  so  that  the  great  powers  may  have  a  check 
upon  smaller  powers  and  the  latter  upon  the  former,  then  the 
question  is.  What  should  the  second  body  or  group  be?  Whatever 
you  call  it,  it  would  be  a  body  or  group  in  which  the  great  powers 
would  presumably  be  permanent  members. 


League  Does  Not  Control  Court 

The  fundamental  question  is  whether  the  League  of  Nations 
controls  the  court.  To  this  there  is  a  ready  answer.  The  League 
does  not  control  the  court;  that  is  an  independent  judicial  body. 
The  League  is  composed  of  states;  they,  of  course,  continue  to 
exist  as  states.  When  the  League  acts,  it  acts  under  the  Covenant 
which  creates  the  rights  and  obligations  pertaining  to  the  League. 
But  when  these  52  members  act  in  separate  groups  to  elect  judges, 
they  are,  as  I  have  said,  not  acting  under  the  Covenant,  but  are 
following  a  course  of  procedure  defined  by  a  special  mternational 
agreement  in  order  to  secure  the  independent  and  impartial  judi- 
cial body  for  which  the  world  has  been  waiting. 

There  are  certain  other  provisions  of  the  statute  of  the  court 
which  have  been  adopted  to  meet  obvious  practical  exigencies. 
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Only  one  national  of  a  participant  in  the  election  can  be  chosen  as 
a  judge.  Judges  of  the  nationahty  of  each  contesting  party 
retain  their  right  to  sit  in.  the  case  before  the  court.  If  the  court 
includes  upon  the  bench  a  judge  of  the  nationahty  of  one  of  the 
parties  only,  the  other  party  may  select  from  among  the  deputy 
judges  a  judge  of  its  nationahty  if  there  be  one,  or,  if  not,  the  party 
may  choose  a  judge.  If  the  court  includes  upon  the  bench  no 
judge  of  the  nationahty  of  the  contesting  parties,  each  may  choose 
a  judge.  If  there  are  several  parties  in  the  same  interest  they  are 
to  be  reckoned,  for  the  purpose  of  these  pro%'isions,  as  one  party 
only. 

The  court  recognizes  that  it  may  be  called  upon  by  the  Council 
or  Assembly  of  the  League  for  advisorj'  opinions.  This  is  a  practice 
similar  to  that  which  has  obtained  in  most  of  the  states  of  New 
England  from  Colonial  days.  It  now  obtains  in  Massachusetts, 
New  Hampshire,  Maine,  Rhode  Island,  Florida,  Colorado  and 
South  Dakota.  The  Permanent  Court  of  International  Justice 
has  adopted  rules  upon  this  subject  so  as  to  assimilate  the  process 
so  far  as  possible  to  a  judicial  proceeding  and  especially  so  as  to 
exclude  any  supposition  that  ad\dsory  opinions  may  be  rendered 
in  a  diplomatic  sense  and  without  publicity.  (See  article  by 
Judge  John  Bassett  Moore  on  the  Organization  of  the  Permanent 
Court  of  International  Justice,  Columbia  Law  Review,  Vol.  XXII, 
No.  6,  June,  lO^^,  pages  11  and  12.) 

The  conclusion  is  that  while  the  United  States  should  have  the 
right  to  participate  in  the  election  of  judges  if  it  is  to  support  the 
Permanent  Court,  that  court  is  estabUshed  on  a  sound  basis. 
It  is  already  functioning.  The  judges  have  been  elected — a  most 
distinguished  American  jurist  being  one  of  them — and  they  are 
as  representative  a  body  of  independent  and  qualified  jurists  as 
could  be  chosen. 

CoNDinoKS  OF  American  Adhesion 

Fourth.  I  come  then  to  the  final  question:  Is  there  any  good 
reason  why  the  United  States  should  not  support  the  Permanent 
Court  ?  This  support  has  been  proposed  by  the  President  upon  four 
exphcit  conditions.   These  conditions  are: 
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I.  That  such  adhesion  shall  not  be  taken  to  involve  any  legal  relation 
on  the  part  of  the  United  States  to  the  League  of  Nations  or  the  assump- 
tion of  any  obligations  by  the  United  States  under  the  Covenant  of  the 
League  of  Nations  constituting  Part  I  of  the  treaty  of  Versailles. 

II.  That  the  United  States  shall  be  permitted  to  participate  tlu-ough 
representatives  designated  for  the  purpose  and  upon  an  equality  with  the 
other  states  members,  respectively,  of  the  Council  and  Assembly  of  the 
League  of  Nations  in  any  and  all  proceedings  of  either  the  Coimcil  or 
the  Assembly  for  the  election  of  judges  or  deputy  judges  of  the  Permanent 
Court  of  International  Justice,  or  for  the  filling  of  vacancies. 

III.  That  the  United  States  will  pay  a  fair  share  of  the  expenses  of 
the  court  as  determined  and  appropriated  from  time  to  time  by  the  Con- 
gress of  the  United  States. 

IV.  That  the  statute  for  the  Permanent  Court  of  International  Jus- 
tice adjoined  to  the  protocol  shall  not  be  aJiended  without  the  consent 
of  the  United  States. 

The  acceptance  of  these  conditions  will  estabKsh  that  the  support 
of  the  court  will  not  involve  entry  by  the  United  States  into  the 
League  of  Nations;  the  participation  of  the  United  States  in  the 
election  of  judges;  the  bearing  by  the  United  States  of  its  proper 
share  of  the  expenses  of  the  court;  and,  finally,  a  safeguard  against 
any  change  in  the  statute  of  the  court  without  the  assent  of  the 
United  States. 

TNTiat,  then,  are  the  objections  to  support  of  the  court  upon  this 
basis? 

(1)  It  is  objected  that  it  is  not  a  world  court.  But  in  what 
sense  is  it  not  a  world  court.''  Is  reference  made  to  the  number  of 
nations  which  support  it.''  The  answer  is,  as  I  have  already  said, 
that  about  46  nations  have  already  signed  the  protocol,  and  if  the 
United  States  adheres,  there  is  every  reason  to  suppose  that  par- 
ticipation by  the  other  nations  will  be  brought  about.  This  should 
be  our  aim.  It  is  not  too  much  to  say  that  there  will  be  no  world 
court  if  this  court  can  not  be  made  one,  and  whether  or  not  it  is 
to  be  in  the  fullest  sense  a  world  court  depends  upon  om:  own 
action. 

Suppose  we  should  now  undertake  to  establish  another  world 
court?  What  should  we  do?  We  could  not  establish  it  by  our- 
selves ;  we  should  have  to  prepare  a  plan  and  submit  it  to  the  other 
nations.  We  should  need  the  approval  of  the  nations  who  have 
already  approved  the  present  plan. 
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What  differences  should  we  propose,  so  far  as  the  structure  of 
the  court  is  concerned?  With  respect  to  the  choice  of  judges, 
would  we  endeavor  to  have  a  practicable  plan  or  one  that  had  been 
demonstrated  to  be  impracticable?  Should  we  insist  that  all 
nations  be  represented  on  the  court  by  their  nationals,  or  that  all 
nations,  great  and  small,  should  act  together  in  the  choice  of  judges 
upon  precisely  the  same  footing  and  without  any  division  into 
groups  which  could  form  a  check  upon  each  other?  If  so,  we 
should  have  a  plan  which  would  most  probably  fail  of  acceptance, 
and  at  the  same  time  would  not  safeguard  the  interests  of  the 
United  States  nearly  as  well  as  the  existing  plan. 

Should  we  recommend  concurrent  action  by  groups  of  nations, 
in  order  to  have  a  practical  arrangement  for  selecting  judges?  If 
so,  what  groups  should  we  propose,  and  how  would  they  differ 
essentially  from  the  present  electoral  bodies?  The  more  the 
matter  is  examined,  the  more  clearly  I  think  it  will  appear  that  the 
suggested  changes  would  be  purely  formal,  and  not  at  all  vital  to 
our  interests,  or  of  a  character  which  would  disclose  any  just 
reason  for  refusing  support  to  the  existing  court  and  for  entering 
upon  the  difficult,  if  not  vain,  endeavor  of  establishing  another 
judicial  institution. 

An  Independent  Judicial  Body 

(2)  Another  objection  is  that  the  court  has  been  established 
through  the  action  of  the  League  of  Nations.  This  is  not  an 
entirely  accurate  statement,  for  the  action  of  the  League  could  not 
have  established  the  court.  It  was  necessarj'  to  have  a  special 
agreement  signed  or  adhered  to  by  the  nations  which  support  the 
court,  and  the  court  rests  upon  that  agreement.  The  substantial 
point,  however,  is  not  the  source  of  the  plan  but  its  character. 
Any  nation,  or  any  group  of  nations,  might  have  suggested  the 
plan  and  it  might  be  none  the  worse  or  none  the  better  for  that. 
The  question  still  remains— \Miat  is  the  court  that  has  thus  been 
established,  and  is  it  in  its  essential  attributes  worthy  of  support? 

This  question  I  have  examined,  and  I  think  it  is  demonstrable 
that  the  court  is  an  independent  judicial  body  with  appropriate 
judicial  functions  and  abundant  safeguards  for  their  proper  dis- 
charge. It  is  not  a  servant  of  the  League;  and  its  decisions  are 
not  supervised  or  controlled  by  the  League. 
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It  is  said  that  the  salaries  and  expenses,  or  budget  of  the  court, 
are  fixed  by  the  Assembly  of  the  League  upon  the  proposal  of  the 
Council.  But  the  action  of  the  Assembly  is  the  action  of  the  52 
members  composing  the  Assembly  and  the  recommendation  of 
the  Council  is  the  recommendation  of  the  states  composing  the 
Council,  in  eaeh  case  the  action  being  taken  under  the  statute  of 
the  court.  If  the  nations  are  to  support  a  court,  they  must  of 
course  have  some  practical  means  of  dealing  with  the  budget. 
Under  the  present  plan,  by  which  both  these  groups  act,  there  is 
abundant  protection  against  extravagance.  We  properly  reserve 
the  right  of  Congress  to  determine  by  its  appropriation  the  amount 
which  the  United  States  shall  pay  as  its  share.  I  find  nothing 
which  can  be  regarded  as  inimical  to  the  interests  of  the  United 
States  in  the  provisions  as  to  procedure. 

(3)  But  it  is  said  that  support  of  the  court,  although  it  mani- 
festly does  not  involve  entrance  into  the  League  or  the  assumption 
of  any  obligation  under  the  Covenant  of  the  League,  constitutes 
an  entanglement.  But  in  what  do  we  become  entangled?  Are 
we  to  abandon  the  effort  to  disp>ose  of  international  controversies 
by  judicial  settlement,  which  has  been  a  feature  of  American  policy 
since  the  foundation  of  the  Government?  We  can  not  have  an 
ordinary  arbitration  unless  we  have  an  international  agreement 
and  an  international  tribunal  for  the  purpose  of  the  arbitration. 
We  have  never  considered  this  to  be  an  entanglement.  We  have 
manifested  our  desire  for  such  judicial  settlements  by  numerous 
treaties  and  special  conventions. 

Certainly  we  do  not  object  that  the  disputes  of  others  should  be 
settled  peacefully  by  similar  methods.  Then,  as  I  have  shown,  the 
establishment  of  a  permanent  court  has  been  an  American  policy 
because  we  have  desired  this  essential  improvement  in  judicial 
process  in  international  relations.  Political  platforms  have  treated 
this  as  an  American  policy,  and  not  as  a  forbidden  entanglement. 
If  you  are  to  treat  participation  in  a  permanent  court  of  inter- 
national justice  as  an  entanglement  foreign  to  our  institutions,  you 
must  rewrite  American  history.  If  you  are  not,  then  the  question 
is  as  to  this  particular  permanent  court,  and  we  return  to  the  con- 
sideration of  its  organization  and  functions,  and  these  justify  the 
conclusion  that  it  is  an  independent  judicial  body  of  the  highest 
character  and  deserves  our  confidence. 
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Jurisdiction  is  Volvnt.vry 

(4)  \gam,  it  is  objected  that  a  world  court  should  have  compul- 
sory- jurisdiction  and  that  the  jurisdiction  of  the  Permanent  Court 
of  international  Justice  is  not  compulsors-.  It  may  be  noted  that 
provision  is  made  in  the  statute  of  the  court  for  the  acceptance  by 
states,  through  a  special  agreement,  of  compulsorj'  jurisdiction  of 
legal  disputes  as  defined  in  the  statute.  I  understand  that  of  the 
46^ states  that  have  signed  the  protocol  about  15  have  ratified  this 
optional  clause  for  compulson.-  jurisdiction,  but  among  the  major- 
ity of  the  states  which  have  not  assented  to  the  optional  clause  are 
Great  Britain,  France,  Italy  and  Japan.  It  is  apparent  that  the 
greater  nations  are  not  yet  ready  to  accept  compulsorj-  jurisdiction 
even  of  the  Umited  class  of  questions  above  described.  Certainly 
it  does  not  appear  that  the  United  States  is  ready  to  accept  it. 

The  .\merican  plan  for  a  permanent  court,  which  was  submitted 
to  the  Second  Hague  Conference,  was,  as  Mr.  Choate  pointed 
out,  for  a  jurisdiction  of  a  voluntary  character.  The  Senate 
repeatedly,  from  the  days  of  President  Cleveland,  has  refused  to 
sanction  an  arbitration  treaty  providing  for  compulson,-  arbitra- 
tion. It  has  been  required  that,  even  under  our  general  arbitration 
treaties  relating  to  legal  disputes,  there  should  be  a  hmitation 
relating  to  questions  which  affect  the  \-ital  interests,  the  indepen- 
dence, or  the  honor  of  the  two  contracting  states,  and  the  Senate 
has  insisted  tliat  a  special  agreement  for  each  particular  arbitration 
should  be  submitted  for  its  assent. 

Shall  we  postpone  the  plan  for  a  world  court  because  we  can 
not  have  compulsory  jurisdiction.'  Can  we  not  make  substantial 
progress  in  the  judicial  process  by  the  creating  of  a  tribunal  which 
in  the  highest  degree  will  command  confidence  and  to  which 
the  nations  may  present  their  cases  for  the  most  impartial  and 
expert  consideration  that  is  obtainable?  Why  should  impossibilities 
be  demanded  if  we  are  really  interested  in  judicial  settlement?  It 
is  said  that  the  court  is  substantially  an  arbitral  tribunal  because  of 
the  absence  of  compulson,-  jurisdiction.  But  this  is  not  an  effec- 
tive argument,  for  even  if  the  court  could  be  so  described,  the  ques- 
tion would  remain :  VThy  should  we  not  have  the  great  advantage 
of  this  improvement  in  the  judicial  mechanism?  This  brings  us 
back  to  the  question  whether  or  not  we  desire  a  permanent 
court  with  the  continuous  ser\'ice  of  judges  with  appropriate 
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judicial  standards  instead  of  temporary  arbitral  tribunals — a 
question  to  the  affirmative  answer  of  which  we  have  long  been 
committed. 

(5)  Further,  it  is  objected  that  no  provision  is  made  for  the 
enforcement  of  the  decisions  of  the  court.  There  are  those  who 
desire  to  see  an  international  armed  force  to  compel  the  carrying 
out  of  decisions.  Those  who  make  this  demand  generally  assume 
that  there  will  be  substantial  unity  among  those  furnishing  the 
armed  force  so  that  it  can  be  used.  But  when  there  is  such  in- 
ternational unity  the  power  of  public  opinion  is  at  its  maximum 
and  there  is  the  least  need  for  force,  while  in  the  absence  of  such 
unity  the  armed  force  is  likely  to  remain  unused. 

The  truth  is  that  the  decisions  of  the  court  will  have  the  most 
solemn  sanction  that  it  is  practicable  to  obtain.  ^Vhen  nations 
agree  to  submit  a  dispute  to  a  tribunal  and  to  abide  by  the  de- 
cision, its  observance  is  a  point  of  international  honor  of  the 
highest  sort.  You  can  really  have  no  better  sanction  than  this 
and  the  obligation  is  one  which  will  be  all  the  more  keenly  felt 
when  the  decision  is  not  simply  that  of  a  temporary  arbitral  tri- 
bunal but  of  a  permanent  court  supported  by  practically  all  the 
nations  of  the  world.  If  you  desire  to  improve  the  authority  of 
judicial  determinations  of  international  disputes,  you  can  best 
effect  the  object  by  improving  the  reputation  for  impartiality, 
and  for  disinterested  judicial  consideration,  of  the  tribunal  that 
decides  them. 

(6)  An  objection  of  a  different  character  is  that  the  United 
States  should  unconditionally  support  the  court,  and  therefore, 
apparently,  that  the  suggested  conditions  should  be  withdrawn. 
This  objection  simply  means  that  the  United  States  should  enter 
the  League  of  Nations,  as  the  objection  assumes,  in  accordance 
with  the  fact  that  the  proposed  support  of  the  court  does  not  in- 
volve entry  into  the  League. 

But  why,  in  supporting  an  institution  which  embodies  a  cher- 
ished ideal  of  the  American  people,  should  we  revive  the  con- 
troversy over  the  League?  Why  should  we  not  support  the  court 
as  a  judicial  body?  In  giving  this  support,  however,  it  is  impor- 
tant that  we  should  reserve  the  right  to  participate  in  the  election 
of  judges,  that  we  should  protect  ourselves  against  amendment 
of  the  statute  without  our  consent,  and  that  we  should  provide 
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for  the  determination  by  Congress  of  the  amount  to  be  paid  as 
our  share  of  the  expenses.  The  stipulated  conditions  are  appro- 
priate to  the  purpose. 

Answers  Sdc-Vote  Objection 

(7)  Another  objection  is  that  the  British  Empire  has  six  votes  in 
the  Assembly  of  the  League  in  the  election  of  judges,  because  the 
Dominions  and  other  constituent  parts  of  the  Empire  are  members 
of  the  Assembly.  It  must  be  remembered,  however,  that  there 
are  5i  votes  in  the  Assembly.  The  admission  to  membership  of 
these  parts  of  the  British  Empire  has  been  a  recognition  of  the 
aspiration  of  the  peoples  composing  them,  and  this  has  not  been 
found  an  insuperable  obstacle  to  the  support  of  the  court  by  other 
powers.  And  it  would  be  difficult  to  find  a  sound  reason  for  ob- 
jection on  the  part  of  the  United  States  to  this  increase  on  natural 
grounds  in  the  voting  strength  of  the  peoples  who  have  been 
developed  under  the  influence  of  Anglo-Saxon  jurisprudence. 

Moreover,  under  the  proposed  condition  the  United  States  will 
not  only  participate  in  the  election  by  the  Assembly,  but  also  in 
the  election  by  the  Council,  and  in  the  CouncU  the  British  Empire 
has  but  one  vote.  We  are  far  better  protected  by  this  arrange- 
ment than  by  one  which  would  have  all  states  vote  together  on 
exactly  the  same  footing  and  where  the  smallest  nation  would  cast 
the  same  vote  as  the  United  States.  The  arrangement  for  our 
participation  in  the  voting  for  the  judges  by  the  Council  is  really 
a  stronger  protection  to  the  interests  of  the  United  States  than  has 
hitherto  been  suggested  in  any  plan  for  a  permanent  court.  The 
question  should  also  be  considered  in  the  light  of  the  nature  of  the 
action  that  is  involved.  It  is  practically  impossible,  under  the 
scheme  that  has  been  adopted,  for  the  British  Empire,  or  for  any 
combination,  to  secure  an  election  of  judges  in  aid  of  a  particular 
political  interest.  Such  an  effort  would  die  stillborn,  because 
of  the  necessity  for  a  concurrent  choice  by  both  groups  of  nations 
in  the  manner  that  has  been  de^^sed. 

Finally,  it  is  hardly  necessary  to  say  that  I  am  in  entire  sym- 
pathy with  efforts  to  codify  international  law  and  to  pro\-ide 
conventions  for  its  improvement.  I  believe  in  conferences  for  that 
purpose.    We  have  already  made  some  progress  in  this  direction 
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through  the  recent  Commission  of  Jurists  which  sat  at  The  Hag-ue 
to  suggest  modifications  in  the  laws  of  war  which  are  made  neces- 
sary by  new  agencies  of  warfare — a  commission  estabHshed  under 
a  resolution  adopted  at  the  Conference  on  Limitation  of  Armament. 
However,  the  process  of  codifying,  clarifying  and  improving  inter- 
national law  is  necessarily  a  slow  one,  and  if  we  wait  for  a  satis- 
factory body  of  law  before  we  have  a  permanent  court  a  generation 
will  pass  before  it  is  estabhshed.  Meanwhile  let  us  supply  appro- 
priate means  for  the  application  of  the  law  we  have.  The  two 
projects  are  not  inconsistent;  the  one  can  exist  along  with  the 
other. 

But  we  have  an  acute  world  need.  We  shall  make  no 
progress  toward  the  prevention  of  war  if  we  adopt  a  perfectionist 
policy.  Whatever  else  we  should  have,  we  need  at  once  a  perma- 
nent court  of  international  justice.  No  plan  to  promote  peace 
can  dispense  with  it.  Why  should  we  wait  for  the  solution  of  diffi- 
cult problems  of  policy  and  the  settlement  of  the  most  acute  inter- 
national controversies  of  a  political  nature  before  we  meet  the 
obvious  necessity  of  providing  for  the  appropriate  disposition  of 
those  controversies  with  which  an  international  court  is  competent 
to  deal? 

Any  successful  effort  to  settle  controversies  aids  in  the  cultiva- 
tion of  good  will  and  the  desire  for  the  adjustments  of  amity.  The 
support  of  a  permanent  court  as  an  institution  of  peace  -mil  be  a 
powerful  influence  in  the  development  of  the  will  to  peace.  I  hope 
that  the  United  States,  in  deference  to  its  own  interests  and  in 
justice  to  its  ideals,  will  do  its  part. 


m.   ELmU  ROOT  AND  THE  COURT 


Addkess      President  of  the  Americ.aj^  Society  of  International 
Law,  Washington,  April  '26,  1923 

The  Permanent  Court  of  International  Justice,  now  in  operation 
at  The  Hague,  was  established  by  a  protocol  signed  on  the  16th 
of  December,  19^20,  and  ratified  by  substantially  all  the  civilized 
nations,  great  and  small,  with  the  exception  of  the  United  States, 
Germany,  Russia  and  Mexico.  The  court  is  composed  of  eleven 
judges  and  four  deputy  judges,  to  act  in  case  of  illness  or  absence. 
They  are  all  required  to  be  "independent  judges,  elected  regardless 
of  their  nationality,  from  among  persons  of  high  moral  character, 
who  possess  the  qualifications  required  in  their  respective  countries 
for  appointment  to  the  highest  judicial  offices,  or  who  are  juriscon- 
sults of  recognized  competence  in  international  law,"  and  it  is 
required  that  they  shall  represent  the  main  forms  of  civilization 
and  the  principal  legal  systems  of  the  world.  They  are  elected 
for  terms  of  nine  years  and  are  eligible  to  re-election.  They  receive 
fixed  salaries  and  are  prohibited  from  exercising  any  political  or  ad- 
ministrative function  while  in  office.  The  court  elects  its  o-wn 
president,  appoints  its  own  clerk  and  makes  its  own  rules.  A 
session  of  the  court  is  required  to  be  held  everj^  year,  and,  unless 
otherwise  provided  by  the  rules  of  the  court,  the  session  begins 
on  the  15th  of  June  and  continues  until  the  calendar  of  cases  is 
cleared.  A  quorum  of  nine  judges  is  required  for  hearing  and  deci- 
sion, except  in  certain  special  cases  in  which  summary^  procedure 
is  provided  for.  Before  entering  upon  the  discharge  of  his  duties, 
each  judge  is  required  to  make  a  solemn  declaration  in  open  court 
that  he  will  exercise  his  powers  impartially  and  conscientiously. 

The  court  is  open  to  all  states  and  only  to  states.  The  general 
jurisdiction  of  the  court  is  of  three  classes:  First,  all  cases  which 
the  parties  submit  to  it;  second,  all  cases  provided  for  in  treaties 
and  conventions;  third,  as  to  all  states  which  shall  have  signed  a 
•special  clause  contained  in  the  protocol  acceptmg  compulsory 
jurisdiction,  all  cases  whatever  between  such  states  concerning 
(a)  interpretation  of  a  treaty;  (b)  any  question  of  international  lawl 
(c)  the  existence  of  any  fact  which,  if  established,  would  constitute 
a  breach  of  an  international  obhgation;  (d)  the  nature  or  extent  of 
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reparation  to  be  made  for  the  breach  of  an  international  obligation; 
(e)  the  interpretation  of  a  judgment  rendered  by  the  court.  The 
court  has  certain  special  jurisdiction  over  disputes  in  labor  cases. 

The  court  is  required  to  apply  (1)  international  conventions, 
whether  general  or  particular,  estabUshing  rules  expressly  recog- 
nized by  the  contesting  states;  (2)  international  custom  as  evi- 
dence of  a  general  practice  accepted  as  law;  (3)  the  general  prin- 
ciples of  law  recognized  by  civilized  nations;  (4)  judicial  decisions 
(without  giving  them  binding  force) ;  and  the  teaching  of  the  most 
highly  qualified  publicists  of  the  various  nations  as  subsidiary 
means  for  the  determination  of  rules  of  law. 

This  court  does  not  supersede  but  is  in  addition  to  the  old  so- 
called  Permanent  Court  of  Arbitration  at  The  Hague,  from  which 
it  differs  widely. 

Old  "Court"  Not  a  Court 

The  old  Court  of  Arbitration  was  not,  properly  speaking,  a 
court.  It  was  merely  a  panel  of  persons  available  to  act  as  judges, 
made  up  by  appointments  of  not  exceeding  four  persons  by  each 
of  the  states  taking  part,  and  a  clerk's  office  to  carry  on  the 
administrative  business  made  necessary  whenever  an  arbitral 
tribunal  was  selected  from  this  panel. 

Experience  has  shown  that  this  plan  of  constituting  the  court 
specially  for  the  purpose  of  each  particular  controversy  was  not  a 
very  good  way  for  getting  legal  rights  decided,  because,  as  a  general 
rule,  arbitrators  selected  by  one  side  or  the  other  in  a  particular 
controversy  tend  to  represent  that  side  of  the  controversy,  with 
the  result  that  there  is  negotiation  and  compromise  rather  than 
judicial  decision.  Doubtless  some  controversies  which  involve 
fact  and  feeling  rather  than  fact  and  law  can  most  usefully  be 
settled  in  that  way,  and  for  that  reason  the  old  so-called  Court  of 
Arbitration  has  been  left  and  the  new  court,  which  is  a  real  court, 
has  been  established,  composed  of  permanent  judges,  whose  selec- 
tion has  no  relation  whatever  to  any  particular  controversy,  whose 
number  is  so  great  as  to  make  their  body  superior  to  any  special 
local  influence,  who  are  conspicuous  and  distinguished  figures  in 
the  international  world,  who  are  members  of  a  great  institution, 
the  high  reputation  of  which  they  must  be  solicitous  to  preserve, 
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and  who  must  necessarily  year  by  year  acquire  increased  compe- 
tency for  the  discharge  of  their  judicial  duties. 

This  is  substantially  the  same  kind  of  change  which  was  made 
by  the  United  States  in  1787  when  they  abandoned  the  plan 
proyided  in  the  9th  Article  of  the  old  Articles  of  Confederation  for 
the  appointment  of  a  special  commission  to  hear  and  determine 
each  controyersy  between  states,  and  yested  in  one  Supreme 
Court  the  judicial  power  to  determine  controyersies  between  two 
or  more  states,  under  the  third  article  of  our  present  Constitution. 

The  proposal  that  the  United  States  shall  adhere  to  the  protocol 
of  December  16,  1920,  which  established  the  Permanent  Court  of 
International  Justice,  is  quite  distinct  from  the  question  whether 
the  United  States  should  become  a  member  of  the  League  of 
Nations,  so  much  discussed  during  the  years  1919  and  1920.  The 
two  different  projects  approach  the  great  problem  of  preserying 
peace  from  different  angles  and  by  different  methods.  They  differ 
radically  in  their  nature  and  in  their  effects. 

The  organization  of  national  representatiyes  in  an  Assembly  and 
Council  proyided  for  by  the  League  of  Nations  Coyenant  was  in 
substance  proyision  for  a  special  form  of  diplomatic  procedure, 
adapted  hke  all  diplomatic  procedure  to  deal  with  questions  of 
national  policy.  The  Assembly  and  Council  are  not  composed  of 
natural  persons.  They  are  composed  of  states  represented  by 
natural  persons.  It  is  not  M.  Bourgeois  or  Lord  Balfour  who 
speaks  and  yotes  in  the  Council.  It  is  the  Republic  of  France  and 
the  British  Empire  speaking  and  yoting  through  M.  Bourgeois  and 
Lord  Balfour.  It  is  not  Senor  Agustin  Edwards  or  Lord  Robert 
Cecil  who  speaks  and  yotes  in  the  Assembly  of  the  League.  It 
is  Chile  and  South  Africa  speaking  and  yoting  through  them. 
The  honorable  obUgation  of  each  individual  taking  part  in  the 
proceedings  of  the  Council  and  Assembly  is  the  obligation  of  a 
diplomatic  agent  toward  his  own  country'.  There  is  none  of  that 
special  personal  obUgation  which  constrains  the  conscience  of  a 
judge  upon  his  oath  and  his  self-respect  to  decide  any  controversy 
in  accordance  with  law  and  the  facts,  without  subordination  to 
political  power. 

All  diplomatic  procedure  has  the  purpose  of  avoiding  or  pre- 
venting conOict.  The  methods  are  varied  according  to  the  require- 
ments of  the  particular  situation.    An  ambassador  may  call  upon 
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a  foreign  minister  and  discuss  a  question  with  him.  Foreign  offices 
may  carry  on  extended  correspondence,  arguing  the  same  matter  of 
difference.  The  good  offices  or  the  mediation  of  a  friendly  power 
may  come  in  to  bring  the  parties  together.  Identic  circular  notes 
may  be  sent  out  to  secure  an  expression  of  agreement  on  the  part 
of  several  powers.  Conferences  may  be  called  of  a  few  powers 
specially  interested  in  some  particular  controversy,  such  as  the 
Conference  of  Ambassadors  in  London,  by  which  Sir  Edward  Grey 
maintained  peace  after  the  Balkan  wars;  such  as  the  Naval  Con- 
ference in  London  in  1908  and  the  Conference  for  the  Limitation 
of  Armaments  in  Washington  in  19!21.  More  general  conferences 
may  be  called  to  deal  with  many  subjects  of  common  interest,  such 
as  the  Hague  conferences,  the  Red  Cross  conferences.  The  meet- 
ings of  the  Assembly  and  Council  of  the  League  of  Nations  are 
diplomatic  conferences  held  at  stated  times  and  places.  All  the 
conclusions  reached  are  reached  by  diplomatic  agreement,  just 
as  truly  as  if  those  conclusions  resulted  from  diplomatic  correspond- 
ence or  from  conversation  in  a  foreign  office,  or  from  a  conference 
ad  hoc,  like  the  arms  conference. 

To  these  stated  conferences  is  furnished  a  secretariat  rather 
more  elaborately  equipped  to  carry  into  effect  conclusions  that 
may  be  agreed  upon  than  the  ordinary  secretariat  which  every 
international  conference  has  to  have. 

The  Court  of  International  Justice,  on  the  other  hand,  com- 
pletely excludes  the  essential  characteristics  of  the  League  organi- 
zation and  procedure. 

Judges  Do  Not  Represent  States 

No  diplomatic  agreement  is  sought  or  attained.  No  member 
of  the  court  represents  or  is  at  hberty  to  represent  any  state 
whatever. 

Their  duty  is  not  to  deal  with  policies  or  agreements,  but  to 
decide  questions  of  fact  and  law  in  cases  brought  before  them. 
Each  judge's  obligation  is  not  to  represent  his  country  or  any 
country,  not  to  execute  the  orders  of  any  foreign  office,  not  to 
reflect  the  policy  of  any  government,  but  upon  his  own  con- 
science to  hear  and  decide  upon  the  evidence  and  the  law  in 
accordance  with  his  own  personal  judgment. 
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The  court  is  absolutely  independent  and  is  subject  to  no  control 
by  the  League  of  Nations  or  by  any  other  political  authority. 

It  is  plain  that  there  is  a  line  of  cleavage  between  this  court  on 
the  one  hand  and  the  pohtical  organization  of  the  League  on  the 
other,  which  is  the  same  as  the  line  drawn  by  the  Supreme  Court 
of  the  United  States  between  its  own  functions  in  dealing  with 
judicial  questions  and  the  functions  of  the  legislative  and  execu- 
tive branches  of  our  Government  in  deahng  with  political 
questions.  This  is  not  arbitrary,  but  exists  in  the  nature  of  things, 
because  it  is  plain  that  states  acting  in  the  League  organization 
could  not  really  decide  judicial  questions,  while  a  court  organized 
for  the  decision  of  such  questions  could  not  decide  questions  of 
governmental  policy  without  abandoning  its  function  of  a  court 
and  assuming  the  entirely  different  function  of  a  pohtical  agent. 

There  is  sometimes  a  failure  to  appreciate  the  different  offices 
of  these  two  distinct  methods  of  international  procedure. 

The  diplomatic  method  is  the  necessary  method  of  dealing 
with  immediate  exigencies  and  dangerous  crises  in  affairs.  Under 
such  circumstances  there  is  no  other  way  to  prevent  disaster. 
Argument  and  persuasion  and  explanation,  the  removal  of  mis- 
apprehensions, the  suggestion  of  obstacles  and  advantages,  con- 
ciUation,  concession,  stipulations  for  the  future,  and  the  still  more 
serious  considerations  to  which  diplomacy  may  finally  resort — 
all  these  are  employed  to  deal  ■n'ith  immediate  and  acute  situations. 
The  slow  processes  of  judicial  procedure  are  not  adapted  to  deal 
with  such  exigencies. 

It  should  be  observed,  however,  that  these  diplomatic  proc- 
esses have  been  going  on  from  the  beginning  of  history,  and 
especially  for  the  last  three  centuries,  since  the  Thirty  Years' 
War,  and  each  diplomatic  effort  begins  just  where  similar  efforts 
began  centuries  ago.  Maps  change,  trade  changes,  dominant 
powers  change,  means  of  attack  and  defense  and  of  benefit  and 
injury  change;  but  the  nature  of  man  does  not  change  and  the 
appeal  of  the  expediency  of  the  moment  to  human  passions  and 
desires  is  always  the  same.  The  achievements  of  diplomacy 
dealing  with  successive  international  crises  are  reprieves  of  civili- 
zation, not  steps  in  the  progress  of  ci\alization. 

On  the  other  hand,  consider  the  entirely  different  office  of  an 
international  court.    The  least  of  the  benefits  which  such  an 
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institution  can  furnish  is  in  its  decision  of  particular  cases.  That 
is  frequently  of  high  importance  because,  however  unimportant 
in  itself  the  question  decided  may  appear  to  be,  such  questions 
are  frequently  the  origins  of  general  ill-feeling.  They  frequently 
halt  the  whole  progress  of  diplomatic  effort  toward  a  good  under- 
standing. One  of  the  curious  human  features  of  international 
affairs  is  that  two  peoples  will  accept  without  irritation  an  im- 
partial decision  upon  a  question  between  their  two  countries 
when  if  the  foreign  mhiister  of  either  country  had  agreed  to  the 
same  thing  voluntarily  he  would  have  been  hung  in  effigy. 

Importance  of  Judicial  Decision 

You  will  recall  that  in  1898  a  Joint  High  Commission  was 
created  by  Great  Britain  and  the  United  States  for  the  purpose 
of  disposing  of  a  great  number  of  pending  controversies  between 
the  United  States  and  Canada.  The  Lord  Chancellor  of  England, 
Lord  Herschell,  came  over  to  head  the  British  section  and  Vice- 
President  Fairbanks  headed  the  American  section.  They  met 
alternately  in  Ottawa  and  Washington;  they  appointed  com- 
mittees; they  discussed  the  numerous  questions  at  issue,  and  they 
separated  without  being  able  to  settle  anything  whatever,  be- 
cause neither  party  could  yield  upon  the  Alaskan  boundary 
question.  The  Alaskan  boundary  question  was  determined  by 
the  decision  of  the  tribunal  which  sat  in  London  in  1903,  and 
thereupon  progress  toward  settlement  of  controversies  began 
all  along  the  line,  and  before  the  World  War  came,  in  1914,  every 
question  had  been  settled;  so  that  no  controversies  remained  on 
the  diplomatic  calendar  to  hinder  alliance  between  all  the  Enghsh- 
speaking  peoples.  It  frequently  happens  in  this  way  that  a 
judicial  question  upon  which  neither  side  can  yield  without  a 
sense  of  humiliation  is  like  a  key  log  of  a  jam,  the  removal  of 
which  sets  free  the  whole  mass  to  follow  its  natural  course  dowTi 
the  stream.  In  such  a  case  it  may  be  of  vast  importance  to  both 
countries  to  have  a  question  decided,  while  it  may  be  quite  un- 
important which  way  it  is  decided. 

More  important  is  the  part  that  the  existence  of  adequate 
machinery  for  judicial  settlement  plays  as  a  necessary  feature 
of  any  process  toward  the  outlawry  of  war.   No  one  can  expect  a 
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world  free  from  controversy.  Disputes  will  constantly  arise  so 
long  as  human  nature  remains  the  same.  They  must  be  settled 
in  some  way.  If  not  settled  peaceably,  then  from  time  to  time, 
when  they  are  important  and  exciting,  they  will  lead  to  force. 
That  can  not  be  prevented  by  mere  negatives.  The  only  prac- 
tical recourse  is  by  furnishing  some  adequate  means  of  peaceable 
settlement;  and,  throughout  the  entire  field  of  disputes  arising 
upon  claims  of  right,  human  experience  has  devised  no  means  of 
peaceable  settlement  so  effectual  as  the  opportunity  to  secure  the 
judgment  of  a  competent  and  upright  court  of  justice. 

More  important  also  is  the  value  of  an  international  court  as 
an  agency  in  the  development  of  international  law,  for  there  hes 
tlie  path  of  progress.  It  is  only  by  advance  in  the  establishment 
of  law  that  the  peace-lo^^ng  peoples  of  the  world  can  move  for- 
ward toward  the  permanent  establishment  of  the  rule  of  public 
right  in  Ueu  of  impulse  and  selfishness  and  brutal  force. 

Consider  the  imderhnng  conditions  which  make  it  difficult  to 
maintain  peace.  Chief  among  these  are  the  essential  differences 
of  temperament  and  character,  and  traditions  and  preconceived 
ideas,  and  inherited  modes  of  thought  and  feeling  and  action, 
and  differing  conceptions  of  what  is  just  and  right  and  permissible 
in  conduct.  Out  of  these  arise  ine%'itable  misunderstandings 
and  opposing  ^-iews  of  national  rights  and  national  duties.  In 
this  field  interested  motives  find  fertile  soil  for  the  cultivation 
of  prejudice  and  passion  and  the  determination  of  patriotism 
on  both  sides  to  insist  on  one  countrj-'s  supposed  rights  at  all 
hazards,  while  one  side  or  the  other  is  surely  mistaken.  This 
process  goes  on  among  ci\alized  peoples,  the  vast  majority  of 
whom  on  both  sides  are  sincerely  in  favor  of  peace. 


Renders  Public  Opixiox  EFFECxrvE 

The  one  force  which  ci^•ilization  possesses  capable  of  checking 
this  process  toward  conflict  is  this  public  opinion  in  favor  of 
peace.  How  can  that  opinion  be  made  effective?  Why  has  it  not 
been  more  effective  in  the  past?  The  plain  answer  is  that  public 
opmion,  when  called  upon  to  address  itself  to  the  li\nng  questions 
of  the  moment,  is  uninformed.  It  is  ill-informed.  It  is  frequently 
misinformed.    It  is  differently  informed  in  different  countries, 
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and  if  required  to  argue  out  in  the  heat  of  controversy,  from  first 
principles,  the  right  and  wrong  of  national  action,  or  proposed 
action,  it  becomes  confused  and  ineffective;  it  has  no  adequate 
force  of  crystallization.  The  plain  remedy  is  to  secure  general 
agreement  upon  rules  of  right  conduct  between  nations  upon 
which  the  pubhc  of  all  civilized  countries  may  base  their  judg- 
ment, so  that  universal  opinion  may  be  clear  and  potent.  The 
rules  must  conform  to  the  common  conceptions  of  moraUty,  but 
they  must  not  be  mere  moral  truths.  They  must  translate  moral 
truths  into  terms  of  action.  They  must  be  definite  and  certain, 
to  be  effective  tests  of  conduct.  Their  formulation  and  accept- 
ance must  inevitably  be  a  long,  slow  process;  but  all  advances  in 
civilization  have  been  by  long,  slow  processes.  It  has  been  by 
such  a  process  that  the  law  of  nations  in  its  present  extent  has 
been  built  up.  For  centuries  governments  have  been  gradually 
discussing  with  each  other  the  ways  in  which  nations  ought  to 
act  under  such  and  such  conditions,  and  rescuing  from  the  great 
mass  of  temperamental  differences  certain  matters  of  interna- 
tional relation  upon  which  all  nations  could  agree,  and  formu- 
lating rules  which  all  nations  could  accept;  and  thus  very  grad- 
ually the  field  of  difference  has  been  narrowing  and  the  field  of 
agreement  has  been  enlargmg.  These  rules  constitute  the  law 
of  nations. 

We  sometimes  hear  the  remark  that  the  World  War  has  de- 
stroyed international  law.  The  future  would  be  dark  indeed  if 
that  were  so.  But  it  is  not  so.  It  is  true  that  many  of  the  rules 
of  international  law  designed  to  regulate  the  conduct  of  war 
were  grossly  violated.  Upon  this  two  observations  suggest  them- 
selves: One  is  that  the  whole  field  of  international  law  to  regulate 
the  relations  of  nations  in  peace  is  unaffected.  The  other  is  that 
you  can  not  destroy  a  law  by  breaking  it.  The  whole  community 
of  individuals  or  of  nations  can  destroy  a  law  by  acquiescmg  m 
the  breaking  of  it,  but  no  lawbreaker  can  destroy  the  law  he 
breaks  There  has  certainly  been  no  acquiescence  in  the  whole- 
sale violation  by  Germany  of  the  law  relating  to  war  On  the 
contrary,  it  was  the  testing  of  Germany's  conduct  by  these  rules 
of  international  law  which  led  the  civilized  world  outside  of  the 
Central  Powers  to  condemn  Germany  and  was  the  chief  element 
in  forming  the  clear  and  definite  public  opinion  which  ranged 
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against  her  the  forces  that  led  to  her  final  defeat;  and  the  essential 
basis  of  the  reparations  by  the  infliction  of  which  Germany  is 
being  punL^hed  now  is  the  German  violations  of  law  m  begmmng 
and  carrying  on  the  war  by  land  and  sea.  The  pubhc  opmion  of 
the  ci\-ilized  world  found  in  the  clear  rules  of  the  law  which  it 
had  estabhshed  a  certain  basis  for  its  judgment,  and  it  has  re- 
asserted and  re-enthroned  the  law  which  was  apparently  over- 
whelmed for  the  moment. 

Democracies  can  not  live  without  law.  Autocrats  can  issue 
commands,  but  democracies  must  govern  themselves  by  public 
opinion,  and  there  can  be  no  effective  pubUc  opinion  without 
estabhshed  rules  of  conduct.  A  world  of  democracies  must  be 
governed  by  pubhc  opuiion  in  support  of  law  or  it  will  be  a  world 
of  anarchy. 

In  this  modem  world  of  rapid  change,  the  development  of 
international  law  by  the  old  processes  of  diplomatic  correspondence 
has  not  kept  pace  with  the  changing  conditions  callmg  for  the 
apphcation  of  law.  Within  our  lifetime  two  new  methods  of 
expediting  the  process  have  been  devised.  The  first  is  the  holding 
of  conferences  for  the  purpose  of  discussing  and  agreeing  upon 
additional  and  more  effective  rules — a  process  which  ought  to  be 
resumed  without  any  avoidable  delay.  The  other  is  the  estab- 
Ushment  of  this  permanent  court  to  pass  upon  questions  of  inter- 
national law  in  dispute  between  nations  and  which,  according  to 
all  human  experience  with  courts  of  justice,  will  ine\'itably  develop 
the  law  as  it  decides  cases  under  the  law. 

Dangerous  as  analogies  are,  when  I  hear  expressions  of  Uttle 
esteem  for  the  slow  processes  of  international  law  because  they 
do  not  prevent  excited  peoples  from  the  use  of  force,  I  can  not 
help  thinking  of  the  relation  between  curative  and  preventive 
medicine.  When  a  patient  is  laid  low  by  an  acute  disease,  it  does 
not  help  him  for  the  physician  to  talk  about  sanitary  science. 
Medicine  and  sureer>'  must  deal  with  that  case  as  best  they  can 
at  the  moment.  Nevertheless,  if  future  cases  of  disease  are  to  be 
prevented,  if  the  community  is  to  be  more  healthful,  if  the  death 
rate  is  to  be  lower,  if  there  is  to  be  less  tuberculosis,  less  yellow 
fever,  less  typhoid,  rules  of  sanitary  conduct  of  life  must  be  estab- 
lished and  understood  and  followed  and  enforced  by  public  opinion. 
The  place  to  begin  is  in  the  beginning,  before  disease  has  taken 
possession  and  become  acute. 
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Self-Respect  Enjoins  Participation 

The  question  now  presented  is  whether  the  United  States 
shall  take  part  with  the  other  civilized  nations  in  supporting 
the  International  Court  of  Justice,  which  the  United  States  has 
so  long  urged  those  same  nations  to  join  her  in  creating. 

Manifestly,  the  presumption  is  in  favor  of  the  United  States 
supporting  the  court.  Both  self-respect  and  self-interest  require 
that  the  United  States  should  stand  by  its  own  poHcy.  We  can 
not  decently  urge  the  creation  of  such  a  court  as  this  upon  the 
rest  of  the  world  through  a  long  series  of  years  and  then  repudiate 
the  court  when  they  consent  to  it,  unless  we  offer  some  adequate 
reason.    Is  there  any  such  reason? 

Several  suggestions  have  been  made: 

(1)  It  is  said  that  the  court  originated  in  the  League  of  Nations 
and  should  therefore  be  avoided. 

The  court  did  not  originate  in  the  League  of  Nations.  It  origi- 
nated in  the  proposal  of  the  United  States  to  the  First  Hague  Con- 
ference of  1899.  Upon  the  urgency  of  the  United  States  in  the 
Hague  Conference  of  1907,  the  project  was  worked  out  and 
agreed  upon  in  its  essential  features,  except  the  method  of  select- 
ing the  judges,  and  that  conference  adopted  a  resolution  in  these 
words : 

The  conference  recommends  to  the  signatory  powers  the  adoption  of 
the  annexed  draft  convention  for  the  creation  of  a  court  of  arbitral  justice 
and  the  bringing  it  into  force  as  soon  as  an  agreement  has  been  reached 
respecting  the  selection  of  the  judges  and  the  constitution  of  the  court. 

The  difficulty  which  prevented  a  complete  agreement  upon 
the  court  in  1907  was  very  simple  but  very  stubborn.  The  com- 
munity of  nations  which  was  represented  in  the  Second  Hague 
Conference  consisted  of  a  small  number  of  large  and  powerful 
states  and  a  large  number  of  small  and  physically  weak  states. 
Upon  any  question  to  be  determined  by  a  vote  of  states,  the  small 
states  would  have  complete  control.  Yet  the  large  states  had 
greater  population,  greater  interests  to  be  affected  by  the  court, 
and,  as  compared  with  the  majority  of  the  small  states,  greater 
experience  and  familiarity  vAth  the  kind  of  questions  the  court 
would  have  to  pass  upon.  The  small  states  were  jealous  of  their 
equal  sovereign  rights  and  would  not  concede  superior  rights  of 
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sovereignty  to  any  other  state,  however  great  and  powerful,  and 
so  they  insisted  upon  each  sovereign  state  having  one  equal  vote 
in  the  selection  of  judges  to  make  up  the  court.  On  the  other  hand, 
the  great  states  were  wholly  unwilling  to  submit  themselves  to 
tlie  control  of  the  small  states.  That  was  the  difficulty  upon  which 
the  court  project  stuck  fast  in  the  Conference  of  1907  and  the 
solution  of  which  was  referred  to  the  governments  of  the  nations 
by  the  conference.  During  most  of  the  time  between  the  Con- 
ference of  1907  and  the  World  War  the  Government  of  the  United 
States  was  engaged  in  trj-ing  to  work  out  with  the  other  principal 
powers  some  solution  of  this  question.  Several  plans  were  pro- 
posed and  draft  treaties  were  made  and  passed  around  from  foreign 
ofiBce  to  foreign  oflSce  A\-ithout  reaching  any  satisfactory  conclu- 
sion up  to  the  time  of  the  war.  During  all  this  time  America  was 
uiging  the  court  upon  the  other  powers  under  the  adminstration 
of  Mr.  Taft,  as  it  had  urged  it  under  the  administrations  of  ^Ir. 
Roosevelt  and  of  ]Mr.  McKinley. 


How  CoruT  Came  into  Being 

At  the  close  of  the  war,  when  the  League  of  Nations  came  to  be 
made,  no  power  either  to  act  as  a  court  or  to  create  a  court  was 
vested  in  the  League,  but  the  duty  of  finding  a  way  of  solving 
this  old  unsettled  question,  which  already  rested  upon  the  foreign 
oflBces  of  the  different  powers,  was  imposed  upon  the  Council  of 
the  League  by  the  14th  Article  of  the  Covenant,  which  provided: 

The  Council  shall  formulate  and  submit  to  the  Members  of  the  League 
for  adoption  plans  for  the  establishment  of  a  Permanent  Court  of  Inter- 
national Justice. 

The  Council  was  charged  to  submit  a  plan  to  the  several  states 
just  as  the  projects  of  the  Hague  conventions  were  submitted  to 
the  several  states  and  became  effective  only  through  the  several 
treaty  ratifications. 

For  the  purpose  of  performing  this  duty  of  de^nsing  a  plan  to 
be  submitted,  the  Council  in\-ited  ten  gentlemen  from  different 
parts  of  the  world,  supposed  to  be  specially  familiar  v^ith  the  sub- 
ject, to  meet  as  a  commission  to  discuss  and  recommend  a  plan. 
In  this  commission  there  was  one  member  from  each  of  the  follow- 
ing countries:  France,  Great  Britain,  Italy,  Japan,  Belgium, 
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Brazil,  Holland,  Norway,  Spain  and  the  United  States.  No- 
body represented  any  country.  They  were  all  there  purely  as 
experts,  as  if  physicians  were  called  together  to  consult  about  a 
case  or  engineers  to  consult  about  a  bridge. 

This  commission  found  and  recommended  what  seemed  to  them 
to  be  a  reasonable  solution  of  the  critical  question.  The  solution 
was  that  as  there  were  already  in  existence  two  organized  bodies, 
one  of  which  (viz.,  the  Assembly  of  the  League  of  Nations)  was 
dominated  by  the  smaller  powers,  and  the  other  of  which  {viz., 
the  Council  of  the  League  of  Nations)  was  dominated  by  the 
larger  powers,  the  judges  of  the  court  should  be  elected  by  the 
separate  concurrent  votes  of  these  two  bodies,  a  majority  vote  in 
each  being  necessary  to  an  election,  and  that  this  election  should 
be  from  an  eUgible  list  of  persons  nominated  by  the  members  of 
the  old  Permanent  Court  of  Arbitration  at  The  Hague,  from  each 
country  represented  in  that  organization.  In  this  way  each  class 
of  nations— the  small  class  of  large  nations  and  the  larger  class  of 
small  nations — would  have  power  to  prevent  unjust  or  un- 
reasonable conduct  by  the  other  class. 

This  plan,  with  the  details  of  which  I  will  not  detain  you,  was 
approved  and  was  submitted  to  all  the  states  who  were  Members 
of  the  League  of  Nations,  and  was  accepted  by  those  states  by 
signing  and  ratifying  the  protocol  of  December  16,  1920.  After 
the  ratification  of  the  protocol  by  the  greater  part  of  the  civihzed 
nations,  an  election  was  held,  and  the  plan  worked  admirably  and 
resulted  in  the  selection  of  a  court  of  the  highest  quality,  both  of 
character  and  ability,  which  has  organized  and  entered  upon  the 
discharge  of  its  duties  and  has  already  disposed  of  a  number  of 
important  and  difficult  questions. 

A  World,  Not  a  League,  Court 

It  should  be  observed  that  the  protocol  or  treaty  constituting 
this  court  makes  it  a  world  court  and  not  a  League  court;  and 
especially  it  should  be  noted  (1)  that  all  states,  including  the 
United  States,  are  made  competent  suitors  before  the  court;  (2) 
that  the  citizens  of  all  states,  including  the  United  States,  are 
made  eligible  for  election  to  be  judges  of  the  court,  as  the  election 
and  membership  of  a  distinguished  American  indicates;  (3)  that 
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all  states  which  were  members  of  the  old  Permanent  Court  of 
Arbitration  at  The  Hague,  including  the  United  States,  are  entitled 
to  make  nominations  which  shall  form  a  part  of  the  eligible  list 
from  which  judges  are  to  be  elected.  In  the  summer  of  1921  the 
American  group  of  members  of  the  old  Hague  Court  of  Arbitration 
were  formally  invited,  pursuant  to  the  protocol  of  December, 
1920,  to  make  nominations  for  judges.  The  American  group  did 
not  deem  it  advisable  to  act  officially  upon  that  in^•itation  at  that 
time  without  some  authoritative  expression  of  the  pohcy  of  the 
United  States  regarding  the  court.  The  members  of  the  American 
group,  however,  other  than  ]\Ir.  Moore,  did  not  hesitate  to  express 
their  imanimous  personal  opinion  that  the  wisest  possible  choice 
among  the  citizens  of  the  United  States  for  membership  in  the 
court  would  be  ^Ir.  Moore  himself.  (4)  That  in  electing  a  judge 
the  Members  of  the  Assembly  and  of  the  Council  of  the  League 
of  Nations  are  not  exercising  any  power  vested  in  them  by  the 
League  or  by  the  Covenant.  They  are  executing  a  special  power 
vested  in  them  by  the  treaty  which  creates  the  court  and  which 
authorizes  them  to  act  as  special  electoral  bodies  under  the  author- 
ity of  the  treaty.  (5)  That  the  protocol  contains  an  express 
in\-itation  to  states  not  Members  of  the  League,  including  the 
United  States,  to  become  parties  to  the  treaty  by  adherence. 

Only  two  things  appear  to  remain  to  complete  the  full  partici- 
pation of  the  United  States.  One  is  that  the  United  States  shall 
undertake  to  pay  its  reasonable  portion  of  the  very  moderate  cost 
of  maintaining  the  court.  The  other  is  that  the  United  States 
shall  have  the  right  to  be  represented  in  the  election  of  judges  on 
the  same  footing  as  other  powers.  The  President  has  proposed, 
in  a  message  to  the  Senate,  that  by  adlierence  to  the  protocol  the 
United  States  shall  agree  to  contribute  to  the  expenses  upon  con- 
dition that  it  is  accorded  the  right  to  share  in  the  election. 

(2)  It  is  said  that  by  adhering  to  the  protocol  the  United  States 
would  in  some  way  become  entangled  in  the  League  of  Nations, 
to  which  it  does  not  wish  to  belong. 

This  apprehension  can  result  only  from  a  lack  of  clear  under- 
standing of  what  is  proposed.  The  protocol  recognizes  two  distinct 
classes  of  states— one,  the  states  that  are  Members  of  the  League 
of  Nations,  and  the  other,  states  that  are  not  Members  of  the 
League  of  Nations.   It  is  proposed  that  we  adhere  to  the  protocol 
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expressly  as  a  state  which  is  not  a  Member  of  the  League  of 
Nations.  The  only  obligation  we  assume  is  to  pay  a  sum  of  money 
toward  the  support  of  the  court,  the  amount  to  be  determined  by 
our  own  Congress.  The  only  right  we  acquire  is  to  have  a  voice 
in  the  selection  of  judges.  We  may  or  we  may  not  choose  to 
litigate  before  the  court.  If  we  do  choose  to  Utigate,  we  estabhsh 
no  relation  to  anyone  except  the  perfectly  definite  and  well-under- 
stood relations  of  a  litigant  in  any  court. 

(3)  It  is  said  that  by  reason  of  the  fact  that  not  only  the  British 
Empire,  but  the  self-governing  dominions  of  that  empire,  have 
votes  in  the  Assembly  of  the  League  of  Nations,  Great  Britain 
would  have  six  votes  to  our  one  upon  the  election  of  judges. 

Whatever  cogency  that  argument  may  have  had  as  bearing 
upon  the  question  whether  the  United  States  should  enter  the 
League  of  Nations,  in  which  the  Assembly  had  important  functions 
to  discharge,  it  has  no  practical  bearing  upon  the  present  question, 
for  the  reason  that  the  vote  in  the  Assembly  in  the  election  of 
judges  is  a  matter  of  no  practical  concern  to  the  United  States 
and  it  is  a  matter  of  no  practical  advantage  to  the  British  Empire. 


Allows  Only  One  National  Judge 

By  the  express  terms  of  the  protocol  of  December  16,  1920, 
no  power  can  have  more  than  one  of  its  nationals  in  the  court. 
The  selection  of  that  one  national  from  each  of  the  five  great 
powers  is  secured  by  their  votes  in  the  Council,  sitting  as  an  elec- 
toral body  under  the  authority  of  the  protocol.   One  of  these  will 
be  the  British  Empire.    Another  will  be  the  United  States,  each 
having  one  vote  and  only  one  vote.    The  difficult  task  of  the 
Assembly  is  to  distribute  the  remaining  six  judges  and  four  deputy 
judges,  ten  in  all,  among  between  forty  and  fifty  smaller  or  weaker 
powers.   The  very  essence  of  the  arrangement  for  a  separate  vote 
by  the  Assembly  is  that  in  that  distribution  there  shall  be  no 
domination  by  the  great  powers,  but  the  smaller  powers  shall 
have  an  opportunity  to  arrange  the  distribution  among  them- 
selves.  The  United  States  has  no  business  to  interfere  with  it  and 
ought  not  to  wish  to  interfere.    She  could  neither  gain  nor  lose  a 
member  of  the  court  by  interfering.    The  British  Empire  could 
neither  gain  nor  lose  a  member  of  the  court  by  interfering.  The 
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self-governing  dominions  of  the  British  Empire  can  not  gain  a 
member  of  the  court  by  their  votes,  because  their  citizens  are  all 
nationals  of  the  British  Empire,  and  there  can  be  but  one  national 
of  that  empire  in  the  court.  The  objection  is  purely  theoretical 
and  formal,  affecting  no  real  interest  of  the  United  States,  not 
worthy  of  consideration  in  view  of  the  tremendous  issues  which 
depend  upon  securmg  universal  support  of  the  civihzed  world  for 
this  great  world  court  of  justice,  any  more  than  the  special  re- 
lations which  exist,  or  have  existed,  between  the  United  States 
and  Liberia,  Haiti,  Santo  Domingo,  Cuba,  Nicaragua  and  Pan- 
ama are  entitled  to  consideration.  The  only  real  interest  we  have 
in  the  votes  of  the  Assembly  is  our  interest,  in  common  with  all 
good  and  decent  people  in  the  world,  that  the  best  possible  judges 
shall  be  elected;  and  if  Esthonia,  Latvia,  Lithuania,  Albania, 
Poland,  the  Balkan  States,  the  West  Indies  and  Central  America 
are  wiUing  that  these  highly  civilized  self-governing  nations  con- 
federated with  the  United  Kingdom  in  the  British  Empire  should 
take  part  with  them  in  making  the  selections  in  which  the  great 
powers  have  no  concern,  we  ought  to  be  content,  just  as  France, 
and  Italy  and  Japan  are  content,  and  be  gratified,  because  we 
all  know  that  it  will  make  for  the  selection  of  a  better  court. 


Compulsory  Jurisdiction 

(4)  It  is  said  that  the  jurisdiction  of  the  court  ought  to  be  com- 
pulsors'.  To  that  I  personally  agree.  The  commission  which 
formulated  and  reported  the  plan  for  the  court  recommended  that 
jurisdiction  should  be  compulsorj-;  but  some  nations  were  unwill- 
ing to  go  to  that  extent. 

No  one  can  say  with  reasonable  confidence  that  the  United 
States  would  not  have  been  one  of  those  unwilling  nations  if  the 
question  had  been  put  to  it.  The  uniform  attitude  of  the  Senate 
upon  a  long  series  of  arbitration  treaties  has  been  an  attitude  of 
rdusal  to  give  to  any  tribunal  whatever  compulsory  jurisdiction 
aJfectmg  the  interests  of  the  United  States  upon  any 'class  of  ques- 
tions. At  all  events,  some  nations  were  unwilling  to  consent  to 
compulsor>'  jurisdiction.  Was  the  project  to  be  abandoned  for 
that  reason?  That  is  not  the  way  to  make  progress  toward  the 
adoption  of  any  idea  in  this  world  of  widelv  differing  opinions  and 
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prejudices.  The  way  to  make  progress  is  to  secure  agreement 
just  as  far  as  possible,  get  it  recorded,  get  it  acted  upon  so  far  as 
it  permits  action,  commit  the  whole  world  to  it  as  irrevocably  as 
possible,  and  then  upon  the  next  occasion  start  on  the  basis  of  that 
agreement  and  try  for  a  further  step;  and  when  that  has  been 
accompUshed,  try  for  a  still  further  step.  Patience  and  persist- 
ency and  faith  are  the  conditions  of  success  in  getting  ideas 
adopted  in  a  world  composed  of  states  in  aU  stages  of  social  and 
pohtical  development.  K  you  exercise  these  quahties  and  your 
idea  is  right,  you  wiU  win  through.  K  you  insist  upon  all  or 
nothing  at  the  outset,  you  faU.  One  should  always  remember 
that  the  only  international  agreement  that  is  worth  anything  is 
a  real  agreement;  that  opinion  and  feeUng  can  not  be  changed 
by  force;  that  such  a  change  is  an  mternal  process  which  nat- 
urally requires  time. 

The  protocol  of  December  16,  1920,  secures  the  court  upon  the 
character  and  constitution  of  which  the  nations  were  ready  to 
agree.  It  secures  the  jurisdiction  of  the  court  so  far  as  the  nations 
are  ready  to  agree,  and  in  two  ways  it  opens  the  door  for  enlarging 
the  jurisdiction  of  the  court  by  making  it  compulsory  just  as  soon 
as  the  nations  become  ready  to  agree. 

First.  It  confers  jurisdiction  not  merely  upon  matters  specially 
submitted,  but  in  the  case  of  general  treaties  for  judicial  settlement, 
so  that  if  any  two  nations  are  willing  to  have  all  juridical  questions 
as  between  them  judicially  settled  as  of  course,  they  can  make  a 
treaty  to  that  effect,  and  thereupon  the  court  would  have  compul- 
sory jurisdiction  as  between  these  two  nations. 

Second.  The  door  is  kept  open  by  the  inclusion  in  the  protocol 
of  a  provision  under  which  nations  who  are  willing  to  give  the  court 
compulsory  jurisdiction  may  assent  to  such  jurisdiction  and  there- 
by create  it.  Some  twenty,  mostly  of  the  smaller  powers,  have 
signed  that  optional  clause,  so  that  as  between  them  the  court  has 
compulsory  jurisdiction.  If  the  United  States  wishes  the  court 
now  to  have  compulsory  jurisdiction,  the  natural  course  would  be 
for  the  Senate  to  advise  the  President,  in  response  to  his  message, 
that  the  Senate  is  ready  to  approve  the  signing  not  merely  of  the 
protocol,  but  of  the  optional  clause  in  the  protocol  which  affords 
compulsory  jurisdiction. 


NEEDED  FOR  OUTLAWING  WAR  5o 


Step  Toward  Outlawing  War 

I  wish  to  express  my  warm  agreement  with  what  Senator  Borah 
has  recently  said  about  outlawry  of  war.  To  that  end  I  sincerely 
hope  that  the  approval  of  the  United  States  may  be  given  to  this 
international  court,  which  represents  the  highest  point  yet  reached 
by  agreement  of  the  nations  in  affording  the  same  substitute  for 
war  by  judicial  decision  of  international  cases  that  has  been  so 
effective  in  doing  away  with  private  war  among  individuals. 

I  hope  also  that,  following  upon  that  approval,  the  influence  of 
the  United  States  will  be  employed  to  bring  about  a  new  confer- 
ence of  all  the  nations  entitled  to  take  part  in  the  making  of  inter- 
national law,  to  formulate  and  agree  upon  the  amendments  and 
additions  which  should  now  be  made  to  reconcile  divergent  views, 
and  to  extend  the  law  to  subjects  not  now  adequately  regulated, 
but  as  to  which  the  interests  of  international  justice  require  that 
rules  of  law  shall  be  declared  and  accepted. 

I  look  forward  with  confidence  to  the  time  when  the  rules  so 
formulated  and  accepted  as  universal  law  will  declare  all  wars  of 
aggression  to  be  criminal  violations  of  the  law  of  nations.  I  look 
forward  to  the  time  when  the  refusal  of  any  nation  proposing  war 
to  submit  to  an  impartial  court  the  decision  of  the  question  whether 
facts  exist  to  justify  it  in  war  upon  defensive  grounds  will  be 
deemed  a  confession  of  guilt,  and  I  look  forward  to  the  time 
when  the  universal  opinion  of  civilization,  having  such  a  clear 
and  certain  basis  for  the  formation  of  judgment,  wiU  visit  upon 
the  aggressor  its  swift  and  heavy  condemnation,  against  which 
no  nation  may  prevail. 

War  can  not  be  outlawed  by  proclamation,  or  by  resolution,  or 
by  mere  agreement,  or  by  mere  force.  War  can  be  outlawed  only 
by  arraymg  the  moral  force  of  the  ci^^lized  world  in  support  of 
defanUe  rules  of  conduct  which  exclude  war,  and  bv  giving  to  that 
moral  force  mstitutions  through  which  that  force  may  be  apphed 
nstih,?;  attempted  violation.     One  of  those  necessary 

des  rl  L     "  ^  judgment  the  great  multitude  who 

desire  the  peace  of  justice  may  know  what  is  just. 

a  onelSafr  ^7'"''^  P-'^^'dent's  message  is  really  only 

Knnort  "^P."''*-  J^f  °^  contribution  tLard 

Wouli  hT  n  •  M  '°  w  '°  determined  by  our  o^.-n  Congres 
would  be  negligible,    \^e  undertake  to  do  nothing  and  to  giv 
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nobody  authority  or  power  to  do  anything  to  us.  The  question  is 
merely  whether  we  shall  give  our  moral  approval  to  the  establish- 
ment of  the  same  kind  of  court  which  our  Government  has  been 
urging  for  a  generation.  It  is  less  than  three  years  since  both 
political  parties  in  the  United  States  practicaUy  agreed  upon  the 
American  attitude,  expressed  by  one  of  those  parties  m  its  platform 
ha  these  words : 

stands  for  agreement  among  the  nations  to  preserve  the  peace  of 
the  world.  We  believe  that  such  an  international  association  must  be 
based  upon  international  justice  and  must  provide  methods  which  shaU 
maintain  the  rule  of  public  right  by  the  development  of  law  and  the 
decision  of  impartial  courts. 

Since  that  time  the  only  proposal  of  any  practical  step  toward 
giving  effect  to  the  belief  expressed  in  the  words  which  I  have  3ust 
quoted  is  the  proposal  contained  in  this  message  of  the  President. 
No  one  has  proposed  any  alternative  method  to  give  eflfect  to  that 

belief.  ,  ^  ,  , 

Can  it  be  that  the  people  of  the  Umted  States  do  not  care 
whether  or  not  anything  is  done  to  make  it  possible  to  outlaw  war." 


IV.   FORMER  JUSTICE  JOHN  H.  CLARKE 


Excerpt  from  .vn*  address  ox  "Why  The  Uxited  States  SnorrLD 
Join  The  ^YoRLD  Court  .\xd  The  Le-^gue  of  Nations  Now" 

DELXVERED  BEFORE    THE    CiTT    ClCB    OF    CHICAGO    OX    ApRTL  26, 

19-23 

Ladies  and  gentlemen,  on  February  2-itli  last,  President  Harding 
sent  a  message  to  the  Senate  asking  that  it  advise  and  consent  to 
the  negotiation  by  him  of  a  treaty,  in  a  form  suggested,  pro\'iding 
for  the  participation  by  our  Government  in  the  Permanent  Court 
of  International  Justice.  But  the  Senatorial  mind  is  ponderous 
and  slow  to  act  and  in  foreign  affairs  is  always  suspicious  of  a  plot 
to  impose  upon  our  feeble  country;  and  so,  as  if  fearing  that  the 
TMiite  House  may  be  cunningly  seeking  to  deprive  it  of  some  morsel 
of  prerogative,  it  has  taken  six  months  to  think  over  this  request, 
which  should  have  been  granted  by  a  viva  voce  vote,  without 
debate. 

A  world  court  in  the  form  in  which  this  one  has  been  organized 
and  acting,  for  now  more  than  a  year,  has  been  the  aspiration  of 
leading  American  lavsyers  and  statesmen  for  more  than  half  a 
centurj'.  The  administrations  of  Presidents  McKinley,  Roosevelt, 
Taft  and  Wilson  all  favored  it.  The  Hague  Conferences  in  1899 
and  1907  were  thought  to  present  promising  opportunities  for  pro- 
curing such  a  court  and  our  delegates  to  each  of  those  conferences 
were  instructed  to  do  all  in  their  power  to  obtain  it.  The  instruc- 
tions of  Secretary  of  State  Root  to  our  delegates  in  1907  have  be- 
come world  famous. 

But  all  efforts  failed  in  the  Second  Hague  Conference  as  in  the 
first,  as  did  also  all  efforts  afterward,  until  the  League  of  Nations 
took  the  subject  in  hand  and  in  just  two  years  by  steady,  persistent 
pressing  of  the  subject  upon  the  attention  of  the  many  nations,  in 
a  manner  in  which  no  other  agency  in  the  world  could  have  done, 
it  solved  the  problem  and  the  Court  was  opened  at  The  Hague  in 
Januarj',  1922— the  first  court  of  its  kind  in  the  history  of  the 
world. 

Thus  was  it  proved  again  that  international  problems  are  not  in 
their  nature  insoluble  but  that  the  reason  they  have  proved  insol- 
uble m  the  past  has  been  that  no  agency  of  peace  has  been  in  exist- 
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ence  to  try  to  solve  them  before  it  was  too  late — ^before  war  pas- 
sions and  war  crises  had  arisen  and  armies  were  on  the  march. 

There  is  no  sound  reason  why  the  request  of  the  President  should 
not  be  granted  and  the  only  opposition  heard  to  it  comes  from  a 
Uttle  group  of  Senators,  one  of  whom  opposes  the  Court  because 
it  has  too  much  power,  another  opposes  it  because  it  hasn't  power 
enough,  and  a  third,  a  more  naive  or  candid  soul  than  the  others, 
opposes  it  frankly  because  it  is  the  offspring  of  the  League  of 
Nations,  stoutly  asserting  that  no  good  thing  can  come  out  of  such 
a  Nazareth. 

As  a  step  in  the  right  direction,  short  though  it  be,  the  petition 
of  the  President  deserves  and  should  receive  the  cordial  support  of 
every  lover  of  world  peace  in  our  land,  and  I  am  happy  to  say  that 
instantly  upon  publication  of  the  President's  message  our  organiza- 
tion telegraphed  its  approval  and  urged  the  Senate  to  grant  his 
request,  for  we  agree  fully  with  Secretary  Hughes  that  the  "pre- 
ponderant opinion"  of  our  country  favors  such  a  court,  and  with 
the  President  declaring  that,  it  is  inconceivable  that  the  American 
people  should  refuse  their  adherence  to  it. 

Replies  to  Two  Objections 

Two  objections,  however,  are  made  to  our  participating  in  the 
Court  as  desired  by  the  President. 

The  first  one  is  that  somehow, — no  one  has  yet  formulated  how, 
— such  participation  would  carry  us  into  the  League  of  Nations. 

No  man  in  this  country  could  be  more  impatient  than  I  am  of 
the  minuteness  with  which  Secretary  Hughes  has  dissected  away 
all  possible  relation  between  our  Government  and  the  League, 
should  we  participate  in  the  Court;  but,  speaking  as  an  experienced 
lawyer,  I  am  sure  that  with  his  proposed  reservations  no  substantial 
relation  whatever,  legal  or  moral,  would  exist  between  the  two.  I 
am  profoundly  sorry,  but  I  must  recognize  the  fact. 

I  wish  our  Government  could  see  its  way  clear  to  join  whole- 
heartedly and  ^dthout  any  reservations  in  support  of  this  great 
Court,  for  in  foreign  affairs  all  party  differences  should  stop  at  the 
water's  edge, — "at  low  tide,"— but  since  the  Administration 
refuses  to  act  without  reservations,  I  hope  they  will  be  accepted 
by  the  Senate,  so  that  thereby  our  country  may  be  proved  to  have 
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been  sincere  in  its  fifty  years  of  professed  desire  for  such  a  court 
and  thus  be  kept  right,  to  this  extent,  with  the  civihzed  nations 
of  the  world. 

The  other  objection  is  that  five  of  the  great  members  of  the 
British  Commonwealth  of  Xations  have  votes  in  the  Assembly  of 
the  League  and  that  these,  with  that  of  Britain  itself,  would  give 
Great  Britain  six  votes  in  the  election  of  the  judges  of  the  Court  to 
our  one. 

This  objection  rests  wholly  upon  the  unworthy,  the  base, 
assumption  that  the  representatives  of  these  great,  friendly 
commonwealths,  formerly  called  colonies  but  known  to  all  men 
now  to  be  as  independent  nations  as  any  in  the  world,  would  cor- 
ruptly combine  with  the  mother  country  in  an  attempt  to  cor- 
ruptly elect  corrupt  men  to  serve  as  corrupt  judges  to  render 
corrupt  decisions  which  might  be  unfavorable  to  our  country, — for 
this  is  what  the  objection  really  comes  to.  And  what  would  re- 
sult from  such  an  attempt  ? — Obviously  the  immediate  destruction 
of  the  Court,  for  such  a  thing  could  not  be  done  in  a  corner  and 
thus  it  would  inevitablv  defeat  itself. 

But  even  if  Great  Britain  and  her  sister  Commonwealths  were 
base  enough  to  attempt  such  a  thing,  and  the  Court  could  sur\-ive, 
success  in  such  an  enterprise  would  be  impossible. 

First  of  all,  the  judges  of  the  Court  can  be  nominated  only  by  the 
representatives  of  the  various  nations  in  the  Permanent  Court  of 
Arbitration  at  The  Hague  of  which  om-  Government  has  been  a 
member  for  many  years.  This  is  the  best  possible  guaranty  that 
only  men  of  highest  character  will  become  judges.  Next',  each 
judge  must  be  elected  by  a  clear  majority  not  only  in  the  Assembly 
but  also  in  the  Council,  and  Great  Britain  would  have  just  one 
vote  in  the  Council  and  we  would  have  one.  It  will  be  interesting 
to  see  how  these  prophets  of  e\nl  and  of  international  bad  faith 
^v-ill  get  around  this  pro\-ision  of  the  law. 

And  then,  sbc  votes  in  53  of  the  Assembly  would  not  be  a  very 
formidable  bloc  after  aU  for  purposes  of  corrupt  trading.  Has 
America  no  friends  in  the  world  upon  which  it  could  relv  for  union 
against  such  an  assault,  should  it  be  made,  upon  the  intesritv  of 
the  Court,  if  Great  Britain  and  her  associates  were  corrupt  enough 
to  attempt  it.'  Of  one  thing  we  may  be  sure,  if  we  cultivate  such 
mternational  suspicions  as  are  imphed  in  this  objection  to  the 
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Court,  we  shaU  soon  be  as  friendless  in  the  world  as  Germany  was 

in  1914.  ^  .  ,        ^.     .  , 

But  I  refuse  to  discuss  further  this  base  objection.  It  is  a  shame, 
a  disgrace  to  us  all,  that  men  can  be  found  in  our  pubHc  Hfe  capable, 
even  in  indirection,  of  imputing  such  motives  to  six  great  friendly 
nations  which  rushed  with  unreserved  devotion  to  the  defense  ot 
imperiled  freedom  in  the  World  War.  God  may  forgive  sm  but 
He  can  never  forgive  bad  manners,  especially  not  such  mter- 
national  bad  manners  as  this  objection  involves. 


V.    HERBERT  HOO^^:R  :  "AMERICA'S  NEXT  STEP" 


Address  by  the  Secretakt  of  Commerce  Before  the  Axxtal 

CONTENTIOX    OF    THE    NaTIOXAL    LeAGUE    OF    \YOMEX  VoTERS, 

Des  ModsES,  Iowa,  April  11,  19-23 

In  accepting  your  invitation  to  address  you  upon  the  subject  of 
the  recommendation  made  by  President  Harding  and  Secretary 
Hughes  that  the  United  States  should  join  in  the  Permanent  Court 
for  International  Justice,  it  is  my  purpose  to  speak  of  the  great 
purpose  underlying  this  proposal,  rather  than  the  technologj-  of  its 
accomplishment. 

That  purpose  is  the  advancement  of  organization  in  the  world 
for  the  ehmination  of  the  causes  of  war.  During  the  past  two 
years,  the  Administration  has  set  itself  \'igorously  to  the  tasks 
implied  in  this  principle  in  our  own  relations  to  other  nations.  It 
has  already  succeeded  in  ehminating  the  most  dangerous  causes 
of  war  between  ourselves  and  our  neighbors  for  our  generation  by 
the  measures  concluded  at  the  Washington  Conference.  I  wish  to 
emphasize  this  elemental  principle,  for  it  is  the  only  foundation  of 
ultimate  world  peace,  and  in  it  Ues  the  first  and  foremost  obhgation 
of  every  nation  that  is  to  strive  for  the  removal  of  the  causes  of 
war  vnih  its  own  neighbors.  The  Administration's  proposal  to 
support  the  Court  is  another  step  in  advancement  of  this  particu- 
lar principle  and  thus  to  place  our  relations  upon  even  more  secure 
foundations. 

America  at  no  time  has  ever  diminished  its  interest  in  the  pre- 
vention of  war  in  the  world.  It  was  an  aspiration  of  America  of 
long  before  the  last  war,  and  it  was  a  hope  of  this  war  itself  that  it 
should  be  the  end  of  wars,  that  it  should  never  occur  again.  What- 
ever the  differences  of  opinion  on  method  of  solution  of  the  world 
problem  may  be,  we  have  never  abandoned  resolution  to  take  such 
steps  as  experience  and  wise  statesmanship  may  perfect  to  these 
purposes.  It  is  in  progressive  organization  of  this  purpose  that 
the  joining  of  the  Court  is  proposed. 

There  is  a  vivid  conflict  of  opinion  among  us  as  to  the  principles 
and  methods  which  should  guide  international  co-operation  to 
prevent  war.  That  we  should  join  in  world  organization  of  various 
degrees  of  impUcation  to  enforce  peace;  that  war  is  to  be  used  as  a 
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weapon  to  prevent  war;  or  that  there  shaU  be  created  a  world 
poUce  to  enforce  peace;  or  that  commitments  are  to  be  taken  m 
advance  for  joint  action  that  may  Umit  national  mdependence  or 
that  military  aUiances  are  to  be  set  up  with  particular  groups  to 
guarantee  their  safety,  or  that  world  association  should  be  created 
to  promote  peace  by  negotiation  and  agreements-these  are  aU 
propositions  of  much  divided  opinion.  But  the  rejection  of  one 
particular  device  does  not  mean  that  America  has  lost  its  mterest 

in  finding  solution.  •    •  i 

Whatever  the  rights  or  wrongs  of  these  methods  or  prmciples, 
the  proposition  that  we  join  the  Court  involves  none  of  them.  For 
the  Court  reUes  upon  the  upbuUdmg  of  the  processes  of  justice 
between  nations,  and  upon  pubUc  opinion  for  then-  enforcement. 
By  it  we  enter  into  no  obhgations  to  use  arms  or  take  no  commit- 
ment that  Umits  our  freedom  of  action.  Its  purpose  Ues  solely  m 
facilitating  the  ehmination  of  many  of  the  causes  of  war  before  they 
rise  to  the  threat  of  war.  The  sincere  devotion  to  this  principle 
has  been  traditional  with  our  people.    It  is  not  in  itseK  a  bone  of 

contention.  ,  ,. 

To  jom  the  international  Court  upon  the  terms  proposed  hes 
entirely  within  the  confines  of  this  principle,  and  the  objections 
leveled  against  other  principles  and  methods  of  action  can  not  be 
justly  leveled  against  it. 


Recounts  Peogress  Made 

America  can  point  with  real  pride  to  the  accompUshments  of  the 
last  two  years  in  the  practical  realization  of  this  ideal  of  ehmmating 
the  causes  of  war.  The  greatest  of  these  accomplishments  was  the 
Washington  Arms  Conference.  The  agreements  reached  at  that 
Conference  among  the  great  naval  powers  effected  a  great  reduc- 
tion in  naval  armament.  The  treaties  embodying  those  agree- 
ments have  become  effective  among  the  nations  most  nearly  con- 
cerned, and  they  have  been  of  far  more  importance  than  is  meas- 
ured merely  by  their  resultant  reduction  of  expenditure,  for  they 
represent  the  cessation  of  naval  rivalry  between  ourselves.  Great 
Britain  and  Japan— rivalry  which  if  continued  must  have  inevi- 
tably led  to  the  perils  of  war  within  our  generation.  In  addition 
to  the  ehmination  of  this  most  menacmg  cause  of  war,  agreements 
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were  set  up  at  the  Washington  Conference  in  respect  to  the 
problems  which  were  creating  friction  in  the  Pacific,  not  only  in 
our  relationships  with  Japan,  but  the  relationships  between  Japan, 
China  and  other  nations  touching  upon  the  Pacific  Ocean.  There 
are  no  other  major  threats  to  our  peace  in  this  day. 

We  have  succeeded  in  other  accomplishments  in  this  same  field. 
The  conference  held  with  the  co-operation  of  our  Government 
between  the  five  Central  American  states  eliminated  a  multitude 
of  frictions  to  such  an  extent  that  the  peoples  of  these  states  have 
returned  to  a  cordiahty  and  a  helpfulness  in  their  mutual  rela- 
tionships which  assures  long  peace.  The  causes  of  war  have  been 
eliminated  from  among  them.  Again  there  is  in  progress  to-day 
the  great  conference  in  Santiago  between  the  American  states 
dealing  with  further  definite  steps  that  make  for  real  peace  and 
good  will. 

The  international  Court  is  to  deal  in  a  judicial  way  with  ques- 
tions which  arise  under  international  treaties,  and  under  estab- 
lished international  law;  to  provide  a  place  where  judgment  may 
be  given  on  the  merits  of  a  great  multitude  of  questions  for  the 
settlement  of  which  there  has  hitherto  been  no  process  except 
negotiation  or  their  reference  to  arbitration.  And  too  often  in 
the  past,  it  has  been  this  process  of  direct  negotiation  which, 
beginning  calmly  enough,  has  generated  friction,  friction  in  turn 
has  led  to  distrust,  distrust  to  hate,  and  finally  hate  has  led  to 
danger  and  sometimes  to  war. 

It  was  the  first  step  of  organized  society  that  men  of  good  will 
perceived  that  in  issues  between  indi\nduals,  the  process  of  direct 
negotiation  contained  inherent  dangers  of  ultimate  violence  not 
only  to  the  parties  at  issue,  but  invol\-ing  others:  and  it  was  from 
mstinctive  forestalling  of  this  \'iolence  that  grew  the  law  and  our 
courts  of  many  thousand  years'  standing.  Underlying  all  civil  law 
is  the  essence  of  justice  and  the  ob\-ious  objective  of  courts  is  to 
assure  its  administration.  The  great  body  of  law  has  been  the 
slow  growth  of  experience  and  enlightenment,  centering  around 
courts  for  its  upbuilding.  For  while  the  courts  deal  with  law  and 
equity,  yet  in  the  multitude  of  cases  they  perfect  the  law  and  thus 
enlarge  the  area  of  administered  justice. 

America  has  long  contended  for  the  extension  of  this  idea 
between  nations,  as  the  most  \-ital  necessity  for  the  growth  of 
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peace  and  order  in  the  world.  This  step  is  born  of  centuries  of 
human  experience;  it  is  no  experiment.  The  Court  as  constituted 
to-day  is  to  a  large  degree  the  product  of  American  thought  and 
the  handiwork  of  American  men  of  both  parties,  for  we  were  well 
represented  in  its  formulation. 

The  principle  of  elimination  of  the  causes  of  war  and  its  advance- 
ment by  arbitral  and  judicial  processes  of  settlement  of  a  large  area 
of  disputes  is  a  long  established  pledge  of  the  Republican  Party. 
President  McKinley,  through  Secretary  Hay,  instructed  the  Ameri- 
can delegates  to  the  First  Hague  Conference  to  propose  an  inter- 
national court  of  precisely  this  character.  President  Roosevelt, 
through  Secretary  Root,  again  instructed  the  American  delegates 
to  the  Second  Hague  Conference  to  endeavor  to  bring  about  a 
transformation  of  the  Hague  tribunal  into  a  definite  international 
court  of  justice.  The  Republican  platform  in  the  last  election 
pledged  the  party  to  consummate  this  idea.  The  President 
strongly  supported  it  in  the  last  campaign. 

Security  by  Process  of  Law 

The  establishment  of  the  Hague  tribunal  was  a  great  step  in 
eliminating  these  frictions,  but  it  has  the  demerit  of  all  arbitration 
in  that  each  party  appoints  not  an  arbiter  but  a  representative,  who 
in  the  presence  of  an  independent  party  proceeds  to  a  negotiation 
and  ultimately  a  compromise.  If  we  were  to  review  the  great  bulk 
of  arbitral  settlements  which  we  have  made  during  the  many  past 
years,  we  would  find  that  their  solution  has  been  found  by  com- 
promise rather  than  by  building  up  a  body  of  principle  for  the  more 
permanent  establishment  of  international  relations.  It  is  throug-h 
the  growth  of  law  that  replacement  of  might  must  be  established. 

The  security  that  such  organized  process  of  law  can  give  to 
international  life  is  great,  far  beyond  the  upbuilding  of  interna- 
tional law  itself.  The  difficulties  of  internal  opmion  in  nations,  ot 
racial  prejudices  that  threaten  the  political  life  of  every  statesman, 
contribute  far  more  than  people  realize  to  failure  in  settlements  by 
negotiation  and  thus  to  the  growth  of  friction.  The  reference  to 
such  a  court  gives  statesmen  of  all  lands  a  resort  of  great  relief  to 
them.  The  elimination  of  contentious  negotiations  must  construct 
good  will  by  stifling  the  springs  of  hate  which  inevitably  arise  from 
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even-  petty  dispute.  The  Court's  greatest  function,  however,  lies 
in  the  gradual  building  up  of  a  body  of  law  and  precedent  in  inter- 
national relations,  the  administration  of  which  comes  through 
processes  of  justice  and  moral  right  and  the  ver\-  existence  of 
which  tends  to  the  exclusion  of  conflict. 

The  Court  is  not  the  total  solution  of  international  co-operation 
for  peace,  for  the  great  field  of  political  action  as  distinguished  from 
judicial  action  remains  unsolved,  but  this  step  is  sound  and  sure. 
It  is  the  minimum  possible  step  in  eliminating  the  causes  of  war. 

The  proposals  to  join  the  Court  have  been  criticised  from 
various  angles.  The  first  of  these  is  that  it  leads  us  into  some 
undescribed  pohtical  entanglement.  This  is  untrue,  for  the 
decrees  of  the  international  Court  are  based  upon  the  process  of 
law,  not  upon  poUtical  agreement;  their  enforcement  rests  wholly 
on  public  opinion  and  not  upon  force.  In  supporting  this  Court, 
we  subscribe  to  no  compulsion  whatever.  Compulsion  is  in  fact 
specifically  excluded.  We  do  not  need  to  submit  any  case  to  the 
Court  unless  we  feel  like  doing  so  at  the  time  the  case  arises.  Xo 
other  nation  can  summon  us  mto  court  except  with  our  consent. 
The  Court  itself  can  not  summon  us  in,  nor  in  any  manner  or  degree 
exert  upon  us  any  kind  of  compulsion,  not  even  moral.  Our  pro- 
posal to  enter  the  Court  and  the  act  of  adhesion  to  it  which  Presi- 
dent Harding  has  asked,  is  based  upon  the  assumption  that  com- 
pulsion is  not  necessarj'  for  peoples  of  good  will  and  a  sense  of 
justice. 

It  is  true  that  part  of  the  other  nations,  in  joining  this  Court, 
have  jomed  it  in  a  shghtly  stronger  degree.  These  other  nations 
have  been  moved  either  because  they  have  greater  faith  in  the 
processes  of  mtemational  co-operation  than  America  is  able  to  show 
m  Its  present  mood  of  distrust,  or  else  because  harsh  sufferincr  has 
made  them  more  fearful  to  the  menace  of  war.  ° 

But  the  adhesion  which  President  Harding  proposes  to  the 
international  Court  is  strictly  limited  by  carefuUv  drawn  stipula- 
tions which  mil  no  doubt  be  fully  considered  bv  the  Senate  \U 
we  do  if  we  ratify  President  Harding's  proposal-aU  the  promises 
we  make-the  only  obligations  we  take  are  these  and  onlv  these- 
We  promise  to  pay  a  share  of  the  running  expenses  of  the  Court,  a 
matter  less  than  840.000  a  year;  and  we  promise  to  take  part  with 
forty-six  other  nations  in  the  choosing  of  the  judges.    The  judges 
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are  men  of  international  reputation  who  sit  nine  years  and  are 
freed  of  all  prejudices  except  to  maintain  principle  and  law.  ^ 
There  is  another  section  of  opponents  of  President  Hardmg  s 
proposal  who  condemn  the  idea,  not  because  they  do  not  agree  to 
its  primary  purpose  and  method,  but  solely  because  it  was  erected 
under  the  auspices  of  the  League  of  Nations.  But  we  are  not  bj^ 
this  act  entering  the  League  in  any  sense.  The  connection  of 
the  Court  with  the  League  is  indeed  remote.  Its  sole  relationship 
is  that  the  judges  are  elected  as  provided  in  its  own  statute,  not 
by  the  League  but  by  the  representatives  of  the  nations  to  the 
League  acting  as  an  elective  body  for  this  purpose.  It  is  this 
elective  body  that  we  join,  not  the  League. 

Avoid  "Tyranny  of  Emotions" 

To  some  people,  the  League  is  such  anathema  that  even  its  many 
good  acts  are  bad.  Let  us  admit  franldy  that  there  are  among  our 
people  many  thousands,  perhaps  hundreds  of  thousands  who,  as 
regards  the  phrase  "League  of  Nations,"  are  still  under  the  tyr- 
anny of  emotions  associated  with  that  phrase  during  the  pohtical 
controversy  of  the  last  four  years.  It  is  unhappily  true  that  m 
such  controversies  a  phrase  is  given  an  odium  which  disturbs  the 
orderly  march  of  entirely  disassociated  ideas.  What  they  would 
wilUngly  assent  to  as  a  thing  standing  by  itself,  they  shrink  from 
merely  because  it  has  association  with  a  phrase.  There  are  a  few 
people  who  apparently  maintain  an  open  mind  on  international 
co-operation  by  re-arrangement  of  their  prejudices.  The  Court 
is  already  in  existence.  It  is  largely  the  handiwork  of  American 
thought  and  American  hands.  For  us  to  insist  upon  its  being  torn 
down  and  re-erected  just  because  it  was  created  by  a  conference 
called  by  the  League  (in  which  Americans  took  part)  is  one  ol  the 
most  unseemly  suggestions  of  national  selfishness  that  can  be  con- 

Another  section  of  the  opponents  of  President  Harding's  pro- 
posal condemn  it  because  it  does  not  go  far  enough;  because  it 
has  no  teeth  in  it.  This  is  the  basis  of  Senator  Borah  s  objection. 
I  admit  the  enlightenment  and  the  courage  of  his  position.^  benator 
Borah  wishes  to  go  much  further  than  President  Haramg.  He 
would  have  an  international  court  of  such  strength  that  it  would 
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try  war  itself,  and  would  have  us  join  it  in  such  a  manner  that  we 
would  be  obligated  to  its  jurisdiction.  Senator  Borah's  inter- 
national court  in  its  relation  to  the  nations  would  be  somewhat 
an  analogj'  to  the  Supreme  Court  of  the  United  States  in  its  re- 
lation to  our  states.  Now,  by  all  means,  let  us  have  no  quarrel — 
on  the  contrary  let  us  have  admiration  and  respect — for  those  who 
show  the  vision  and  the  courage  to  go  this  whole  distance.  But 
let  us  admit  that  as  a  practical  matter,  for  reasons  familiar  to  all 
of  you,  America  is  not  ready  to  go  this  far. 

Permit  us  also  to  make  the  plea  that  President  Harding's  pro- 
posal should  not  be  condemned  because  the  international  Court 
does  not  go  the  whole  gamut  of  international  co-operation.  Those 
who  condemn  the  proposal  because  it  is  merely  one  method,  are 
the  ones  who  would  have  complained  on  the  Wednesday  night  of 
Genesis,  and  would  have  gone  to  bed  with  a  grouch  because  the 
Creator  had  not  yet  made  a  finished  job  of  the  sun  and  the  moon, 
and  would  have  called  a  mass  meeting  on  Thursday  morning  to 
demand  more  forward  action. 

Wisdom  does  not  so  much  consist  in  knowledge  of  the  ultimate; 
it  consists  in  knowing  what  to  do  next.  Frequently  those  who 
contribute  most  to  destroy  good  causes  are  those  who  refuse  to 
work  day  by  day  within  the  field  of  practicable  accomphshment, 
and  who  would  oppose  all  progress  unless  their  own  particular 
ideas  be  adopted  in  full.  Progress  in  the  world  must  come  about 
through  men  and  women  of  high  aspirations  and  high  ideals.  But 
no  less  must  its  real  march  be  achieved  through  men  and  women 
whose  feet  are  upon  the  ground,  whose  proposals  are  devoid  of 
illusions,  and  above  and  beyond  all  that  are  within  the  practica- 
bihty  of  day-to-day  statesmanship. 

To  sum  up,  this  is  one  more  and  an  essential  step  on  the  road 
of  fundamentals  to  all  real  peace,  and  that  is  the  maintenance  of 
good  will  through  the  elimination  of  the  causes  of  war. 

To  attain  universal  peace  is  indeed  one  of  the  great  ideals 
before  all  humanity.  It  is  never  wrong  to  recaU  that  not  only 
moral  degeneration  and  the  loss  of  Hfe  flow  from  war,  but  that  the 
dehcate  machinery  of  social  organization,  of  production  and  com- 
merce upon  which  our  ciWlization  is  founded,  can  not  stand  such 
a  shock  again.  There  can  be  no  confidence  as  to  the  continuity 
of  our  civilization  itself  unless  we  can  build  up  preventive  safe- 
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guards  In  our  generation  we  need  no  emphasis  by  sur\'ey  of  the 
grief  in  miUions  of  homes  from  the  last  war,  the  miseries  of  famme 
and  anarchy,  the  revolutions  that  have  swept  many  countries 
and  threatened  others,  the  lowered  standards  of  Hvmg,  and  the 
more  terrible  possibiUties  of  a  future  war  through  the  advancement 
of  scienct^to  warrant  any  of  us  submitting  to  the  condemnation 
as  idealists  if  we  can  but  build  even  a  Uttle  of  the  road  to  peace. 


VI.   EDWARD  M.  HOUSE:  "THE  RUNNING  SANDS"' 


"The  sands  are  running  out,  and  unless  some  strong  hand  can  even 
now  clutch  Europe  and  rescue  her  from  the  slope  down  which  she  is  slip- 
ping, the  catastrophe  of  the  peace  may  yet  become  far  greater  than  that 
of  the  Great  War." — Gener.^l  Smuts. 

It  is  difficult  for  an  American  of  to-day  to  realize  that  less  than 
twenty-five  years  ago  the  United  States  was  not  taken  seriously  as 
a  world  power.  The  change  came  when  Dewey  won  his  easy  but 
spectacular  triumph  at  Manila  Bay.  A  victorious  war  with  a 
European  power,  the  acquisition  of  the  Pliilippines,  our  new  and 
commanding  position  in  the  Caribbean,  forced  Europe  to  recognize 
tiiat  the  days  of  our  isolation  were  past.  Roosevelt  pushed  us  still 
further  from  our  isolated  corner  when  he  became  mediator  between 
Russia  and  Japan;  again  when  he  took  action  in  the  Algeciras  Con- 
ference and  when  he  decided  to  send  our  fleet  around  the  world. 
Roosevelt  lacked  nothing  in  audacity  or  courage,  and  what  he  did 
to  mark  our  growing  power  in  the  world  arena  met  with  the  ap- 
proval of  his  countrj-men.  But  our  real  baptism  came  with  the 
advent  of  the  Great  War.  It  was  not  until  then  that  we  emerged 
a  full-fledged  international  giant. 

Let  us  remember  that  circumstances  have  had  much  to  do  with 
the  commanding  position  we  hold  to-day — even  though  we  have 
chosen,  for  the  moment,  not  to  use  it.  Previous  to  1914  there 
were  seven  powers  of  the  first  class,  but  before  the  war  closed  it 
became  reasonably  clear  that  there  would  be  but  two  outstanding 
nations  left.  By  reason  of  her  position,  her  population,  her 
natural  resources  and  her  wealth,  the  United  States  was  certain 
to  be  one  of  these,  and  Germany  or  Great  Britain  was  certain  to 
be  the  other.  If  Russia  had  not  been  broken  by  revolution  she 
would  have  more  than  held  her  pre-war  eminence!  and,  holding  it. 
would  also  have  held  France  in  the  front  rank.  If  a  strong 
imperial  Russia  had  survived  the  havoc  of  war  and  had  continued 
her  relations  with  France,  together  they  could  have  dominated 
continental  Europe  and  the  greater  part  of  Asia.  In  this  event, 
the  Umted  States  would  not  have  been  the  commanding  figure  she 
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is  to-dav  Therefore,  it  may  be  said  that  by  accident  of  circum- 
stances rather  than  by  design  we  find  ourselves  the  world  Cdossus. 

In  thinking  of  Europe's  problems,  which  have  mevitably  be- 
come our  problems,  the  people  of  the  United  States  should  bear 
S  mind  the  responsibihty  which  our  position  has  forced  upon  us. 
The  ^-iew  taken  by  many  of  om-  citizens  that  Europe  should  be 
left  to  work  out  her  own  salvation  in  her  own  way  would  be 
tenable  if  we  were  discussing  Europe  prior  to  1914  Unhappily, 
Shattered  Europe  confronts  us.     With  three  of  the  great  con- 
tinental powers  disintegrated,  our  importance  and  responsibihty 
are  vastly  augmented.    We  must  face  the  facts  as  we  find  them, 
not  as  we  may  wish  them.  „ 
The  question  arises,  now  that  we  have  the  power,  what  shaU 
we  do  with  it?    Our  isolationists  beUeve  it  should  be  used  solely 
7ov  our  own  protection,  and  that  we  should  go  our  way,  leavmg 
the  rest  of  the  world  to  go  theirs.     There  is  a  certain  appeal  m 
such  a  program,  which  many  would  Uke  to  foUow  if  it  were  po  - 
lie    Fortunately,  or  unfortunately,  as  the  view  may  be,  it 
can  not  be  done.    In  this  Year  of  Our  Lord,  1923,  we  can  no 
more  ignore  other  nations  than  one  ward  in  a  city  can  ignore 
oZ  wards  of  that  same  community.  The 
that  the  second  ward  is  unsanitary  and  deserts       Solera  aM 
typhus  which  have  come  to  it,  and  that  it  will  do  notW  to  help^ 
But  when  cholera  and  typhus  spread  into  the  first  ward,  then  it 
must  in  self -protection  lend  its  aid  ^ 

That  is  the  position  of  the  Umted  States  to-day.  We  are 
staying  our  powerful  hand,  declaring  that  a  devastated  and 
disease-stricken  Europe  must  save  itseK. 

Change  of  American  Opinion 
The  drifting  of  our  Government  in  the  direction  of  complete 
isolation  illustrates  certain  pecuUar  phenomena  «f  P^Ji^^^^^Jl^^^^ 
President  Wilson  returned  home  from  Pans  with  the  trea  ^  ^ 
Versailles,  perhaps  80  per  cent,  of  our  people  were  tearti  Y  m 
favor  of  the  League  of  Nations  in  some  form.  ^  wea  f  of^^^^ 
dence  supports  this  statement.  If  we  go  back  to  the  late  summer 
autumn  of  1919  we  find  the  churches  and  ^ocf  or.^^Uo^^ 
throughout  the  United  States  urging  ratification  of  the  treaty,  and 
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krgely  because  of  tie  League.  A  special  couimittee  of  the 
American  Bar  Association  urged  unqualified  ratification  of  the 
peace  treaty  at  the  annual  convention  at  Boston,  September  4, 
1919.  The  Massachusetts  Repubhcan  Convention  in  session  at 
Boston,  October  -i,  1919,  unanimously  passed  a  resolution  favoring: 
"Prompt  ratification  of  the  treaty  of  peace,  without  amendment, 
but  ^\-ith  such  unequivocal  and  effective  reservation  as  will  make 
clear  the  unconditional  right  of  the  United  States  to  withdraw 
from  the  League  upon  due  notice;  as  will  provide  that  the  United 
States  shall  assume  no  obhgations  to  employ  American  soldiers  and 
sailors  until  Congress  shall,  by  a  resolution,  so  direct ;  as  will  make 
it  clear  that  no  domestic  questions,  such  as  the  tariff  and  immigra- 
tion, will  be  taken  from  the  control  of  the  United  States,  and  that 
the  United  States  shall  be  the  sole  judge  as  to  the  interpretation  of 
the  ^lonroe  doctrine.  There  must  be  no  abridgment  of  the 
sovereignty  of  the  nation,  of  the  control  of  its  own  domestic 
affairs,  or  of  the  maintenance  of  its  national  policies."  Labor 
and  commercial  organizations  in  all  parts  of  the  countrj'  followed. 
Never  was  greater  pressure  brought  to  bear  upon  a  legislative 
body  than  was  brought  to  bear  upon  the  United  States  Senate 
to  pass  the  treaty  in  some  form. 

Then  came  the  irreconcilable  conflict  between  the  legislative 
and  executive  branches  of  our  Government.  The  President  was 
determined  to  have  his  way,  and  the  Senate  were  equally  deter- 
mined to  have  theirs.  Unfortunately,  the  Senate  had  the  power 
to  compel  the  President  to  yield  or  lose  confirmation  of  the  treaty, 
and,  equally  unfortunately,  he  refused  to  give  way.  As  far  as 
his  approach  to  the  Senate  was  concerned,  in  my  judgment,  the 
President's  purpose  was  impeccable  but  his  manner  unfortunate. 

Politics  Confused  Public 

Once  in  poUtics,  the  League  became  its  football.  It  was  kicked 
hither  and  thither,  the  public  mind  became  confused  and  all 
sense  of  justice  and  proportion  was  lost.  The  fears  of  women 
and  the  cupidity  of  men  were  played  upon  m  the  electoral  cam- 
paign and  the  worst  apprehensions  of  those  who  desired  to  keep 
such  a  question  out  of  politics  were  reaUzed.  Nevertheless,  the 
League  was  not  the  determining  factor  in  the  campaign.  The 
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Paris  Peace  Conference,  its  prelude  and  its  aftermath,  which  had 
aroused  the  nationalistic  susceptibilities  of  Germans,  Irish, 
Italians  and  Greeks  in  Europe,  affected  those  of  the  same  race 
in  this  country  and  they  voted  en  masse  against  the  Democratic 
nominees.  The  reasons  for  this  are  obvious,  but  that  their  judg- 
ment was  hasty  and  mistaken  is  becoming  every  day  more  cer- 
tain. The  high  cost  of  Uving  and  the  inevitable  complamts  of 
post-war  conditions  combined  to  give  the  Repubhcans  a  record- 
breaking  majority. 

So  easily  does  misunderstanding  and  prejudice  gTow  that, 
although  the  League  is  but  an  infant  a  few  years  old,  ah^ady 
two  phantom  Leagues,  figments  of  the  imagination,  have  been 
created,  the  one  submerging  nationalities  and  dominating  them 
as  a  superstate,  the  other  a  spineless,  ineffectual  society  which 
fails  to  intervene  when  necessary  and  refuses  to  do  the  impossible. 
Meanwhile  the  real  association  of  52  nations  is  functionmg  at 
Geneva,  molding  public  opinion  toward  the  ways  of  peace  and 
striking  at  the  heart  of  social  and  hygienic  evils  which  have  be- 
come a  menace  to  the  general  welfare. 

Some  two  years  ago,  in  La  Revtie  de  Geneve,  I  wrote:   U  war 
had  not  come  in  1914  in  fierce  and  exaggerated  form,  the  idea  of 
an  association  of  nations  would  probably  have  remained  dormant, 
for  great  reforms  seldom  materialize  except  during  great  human 
upheavals.    The  world  has  grown  but  slowly  into  its  present 
partially  civilized  condition.    It  took  a  long  time  to  overcome 
the  belief  that  might  was  right,  but  it  is  now  conceded  that  the 
physically  strong  must  not  oppress  those  weaker  than  them- 
selves.   The  more  advanced  nations  have  laws  recognizmg  the 
sanctity  of  property  and  the  protection  of  person,  but  inter- 
national laws  and  ethics  have  not  kept  pace  with  intranationa 
laws  and  ethics.    It  is  no  longer  possible  to  kill  the  individual 
man  and  appropriate  his  property  without  being  liable  to 
immediate  and  drastic  punishment.    It  is  this  intrastate  code 
of  laws  and  morals  that  the  League  of  Nations  is  seeking  to  apply 
to  the  international  situation.    If  law  and  order  are  good  withm 
states,  there  can  be  no  reason  why  they  should  not  be  good  be- 
tween states.    Nations  were  driven  to  adopt  restrictive  and  re- 
straining laws  in  order  that  their  people  might  live  and  enjoy 
the  benefits  of  industry,  and  the  Great  War  has  forced  them  for 
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the  same  reasons  to  band  together  for  mutual  help  and  preser- 
vation. If  this  is  not  done  we  must  perish,  and,  necessity  being 
the  mother  of  invention,  we  shall  find  the  way.  If  the  Covenant 
is  weak  m  places  it  must  be  strengthened  as  time  goes  on  and  as 
the  exigencies  of  the  occasion  demand,  but  it  must  never  cease  to 
function  if  ci\'iMzation  is  to  advance  and  not  disappear." 

Had  Governor  Cox  been  elected  President  in  1920  the  French 
would  not  be  m  the  Ruhr  in  19-23,  and  enUghtened  Germans  are 
now  beginning  to  reahze  this.  With  a  President  committed  to  a 
policy  of  keeping  our  hands  on  the  plough  until  the  furrow  had 
been  run,  we  could  have  been  as  powerful  in  \\-inning  the  peace 
as  we  were  in  winning  the  war.  The  League  of  Nations  has  done 
its  best  toward  stabiHzing  Europe,  and  could  have  succeeded 
plus  our  help;  and  that  we  refused.  In  consequence,  our  moral 
prestige  has  fallen  throughout  the  world. 

The  Conflict  of  Parties 

The  Versailles  treaty  per  se  is  no  better  or  worse  than  treaties 
framed  under  like  circumstances  usually  are.  It  is  quite  possible 
to  conceive  a  much  better  treaty,  but  it  is  doubtful  whether  it 
would  have  been  possible  for  the  American  President  to  make  it 
better  fighting  single-handed  as  he  did  and  under  adverse  con- 
ditions. Let  it  be  remembered  that  liis  political  party  had  lost 
control  of  both  the  Senate  and  the  House  of  Representatives 
and  that  the  treaty-making  power  was  only  partially  in  his  hands. 
It  is  unfortunate,  on  the  one  hand,  that  he  did  not  reahze  this 
more  completely;  on  the  other  it  is  unfortunate  that  the  oppKJsi- 
tion  party  did  not  take  a  broader  and  more  patriotic  \ievf  of  the 
situation. 

The  \news  held  by  the  Americans  at  Paris  were  quite  frankly 
different  from  those  held  by  their  European  colleagues,  and, 
being  different,  the  European  representatives  took  courage  and 
comfort  from  cabled  dispatches  and  articles  coming  from  the 
United  States,  stating  that  President  Wilson  need  no  longer  be 
taken  seriously  since  he  had  lost  the  power  to  enforce  his  decisions. 

At  the  beginning,  and  during  the  first  half  of  the  war,  the 
Governments  of  France  and  Great  Britain  were  manned  by  lib- 
erals, and  if  they  had  been  around  the  peace  table  they  would 
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have  seen  eye  to  eye  with  Wilson.  But  when  the  war  closed  these 
hberals  had  mostly  been  shaken  out  of  both  Governments  and 
their  places  taken  by  virile  conservatives  under  the  able  leader- 
ship of  Lloyd  George  and  Clemenceau.  Advanced  hberals  in 
every  country  hoped  until  the  last  moment  that  Wilson  would 
insist  upon  a  righteous  peace,  and,  failing  that,  would  return  home 
without  giving  his  sanction  to  a  treaty  of  another  sort.  But  if 
he  had  done  this  he  would  have  left  the  world  in  greater  confusion 
than  it  now  is,  and  he  would  have  had  but  httle  support  from  our 
people  and  less  from  the  Senate.  He  might  have  been  a  httle  less 
yielding  at  Paris  and  a  little  more  yielding  at  Washington  if  he 
had  realized  that  the  situation  was  no  longer  wholly  in  his  hands. 
George  and  Clemenceau  did  not  sense  the  real  situation  any  more 
than  Wilson,  and  he  might  have  safely  forced  them  further  to- 
ward his  point  of  view.  On  the  other  hand,  the  result  would 
probably  have  been  the  same,  for  the  Senate  were  plainly  waiting 
to  deal  him  a  mortal  blow,  and  chose  the  Covenant  as  the  most 
convenient  spot  to  strike. 

Nevertheless,  taking  the  treaty  as  it  is,  it  could  have  been  made 
a  workable  and  efficient  instrument  for  peace  had  we  done  our 
part.  Among  those  who  know  there  is  absolute  agreement  that 
the  crux  of  most  of  the  trouble  that  has  arisen  since  the  armistice 
was  signed  is  France's  fear  of  Germany,  not  immediate,  but  even- 
tual. Failure  to  pay  reparations  has  been  the  apparent  cause  of 
the  controversy,  but  the  real  cause  is  the  fear  of  Frenchmen  that 
when  Germany  is  in  condition  to  pay  she  will  also  be  m  condition 
to  discontinue  payment  and,  should  it  suit  her  plans,  to  mvade 
France  again.  . 

That  was  the  situation  which  confronted  the  American  dele- 
gates in  Paris  and  that  is  the  situation  to-day.  There  is  but  one 
solution  and  that  is  to  guarantee  France,  and  accompany  the 
guaranty  by  a  demand  that  a  just  sum  shall  be  fixed  for  repara- 
tions, a  sum  which  Germany  can  pay.  Clemenceau,  Wilson  and 
George  agreed  upon  the  sensible  and  the  reasonable  plan  to  accom- 
plish this  result,  and  the  Anglo-French  and  the  Franco-American 
treaties  were  formulated  and  signed.  The  mere  existence  of  a 
treaty  of  guaranty  would  in  itself  be  sufficient  to  keep  Germany 
from  embarking  on  another  adventure  like  that  of  1914;  Great 
Britain  and  the  United  States  would  never  be  called  upon  to 
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fulfill  their  guaranties.  Had  the  Senate  ratified  both  treaties 
placed  before  it,  with  the  League  of  Nations  in  force  to  modify 
and  adjust  unfair  provisions  of  the  Versailles  treaty,  a  different 
world  might  exist  to-day. 

To-morrow's  Developments 

The  United  States,  after  ha^^ng  risen  to  heights  of  courage 
and  idealism  in  its  entry  and  prosecution  of  the  war,  has  gone  to 
the  other  extreme  in  the  making  of  peace.  For  taking  this  course 
histor.-  wiU  probably  be  even  less  sparing  of  us  than  our  present- 
day  critics. 

Therefore,  until  to-morrow,  when  we  shall  again  lend  a  guiding 
and  helping  hand,  Europe  must  work  out  its  own  salvation.  The 
problems  are  acute,  but  they  are  not  insoluble,  even  without 
our  aid.  The  French  adventure  in  the  Ruhr  may  not  be  wholh* 
bad  in  its  consequences.  The  Germans  are  now  reaUzing  the 
bitterness  of  defeat,  and  the  French  are  not  accomphshing  what 
they  sought.  This  may  lead  both  to  a  maximum  effort  toward 
mutual  acconunodation.  ^^lien  each  side  reaches  such  a  frame 
of  mind  an  agreement  can  be  brought  about.  Germany  must  be 
willing  to  accept  France's  fear  as  a  fact,  not  an  illusion,  and  must 
offer  to  meet  it  in  any  reasonable  way.  This  might  be  done  by 
creating  a  zone  of  ample  proportions  along  the  Rhine  in  which 
Germany  would  agree  to  dismantle  fortifications  already  there 
and  build  no  new  ones;  she  might  also  agree  neither  to  maintain 
nor  recruit  troops  Asithin  that  area.  Such  a  zone  is  already 
I)artially  warranted  by  the  treaty  of  ^'e^sailles  in  Part  V,  Chapter 
IV,  Article  180,  which  reads:  "All  fortified  works,  fortresses  and 
field  works  situated  in  German  territory  to  the  west  of  a  line 
drawn  50  kilometers  to  the  east  of  the  Rhine  shall  be  disarmed 
and  dismantled."  In  addition,  France  might  obtain  an  especial 
guaranty  from  both  Great  Britain  and  Italy,  similar  to  that 
offered  at  Paris  by  Lloyd  George  and  Wilson. 

The  Irish  Free  State  has  now  made  application  for  membership 
in  the  league  and  undoubtedly  ^\-ill  be  admitted  at  the  September 
meeting.  The  League  is  a  God-sent  haven  for  such  states  as 
IreLind.  ^Tiile  many  of  her  differences  with  Great  Britain  have 
been  settled  by  treaty,  there  are  still  matters  to  be  threshed  out 
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between  them.  They  may  be  able  to  arrange  these  unsettled 
problems  privately,  but  if  they  can  not  Ireland  has  sought  the 
only  forum  open  to  her  where  it  can  be  done. 

Germany,  too,  will  doubtless  soon  seek  the  same  sanctuary. 
In  the  League  a  hearing  before  all  the  nations  of  the  world  may 
be  had,  and  if  not  the  power  of  the  League  then  surely  the  power 
of  public  opinion  may  be  invoked.  When  Ireland  and  Germany 
are  once  Members  of  the  League  there  is  certain  to  be  a  desire  on 
their  part  for  the  United  States  also  to  join,  for  what  other  nation 
is  there  whose  interests  are  more  detached  than  ours? 

Germany  should  be  permitted  League  membership,  and  the 
League  should  undertake  to  see  that  Germany  lived  up  to  her 
obligations  in  the  restricted  zone.  Once  secured  from  unwarranted 
invasion,  France  should,  and  doubtless  would,  be  reasonable  as  to 
the  sum  Germany  must  pay  for  reparations.  This  sum  and  the 
time  and  manner  of  its  payment  should  be  determined  by  a  com- 
mission to  be  agreed  upon  by  France  and  Germany.  This  com- 
mission should  also  present  a  plan  for  the  stabilization  of  tlie 
mark  and  for  specifying  the  nature  of  security  Germany  should 
give  that  her  obhgations  would  be  met  as  they  became  due.  Once 
the  entire  problem  was  in  course  of  settlement,  American  and 
European  bankers  would  probably  co-operate  to  make  the  plan  a 
success.  These  measures  should  have  been  taken  as  soon  as  the 
United  States  stepped  from  under  the  responsibilities  of  peace- 
making. 

But  while  the  United  States  of  to-day  is  not  the  United  States 
of  yesterday,  there  are  unmistakable  indications  that  she  is  also 
not  the  United  States  of  to-morrow.  The  courage  and  selfless- 
ness which  were  the  compelling  influences  that  brought  us  into  the 
war  are  but  latent,  and  will  leap  forth  under  proper  leadership. 
After  1917-18  Europe  will  scarcely  make  the  mistake  of  thinking 
that  we  are  as  timid  and  selfish  as  our  present  attitude  would 
indicate.  Our  people,  native-  and  foreign-born,  cherish  the  beUef 
that  this  Repubhc  was  created  to  become  an  instrument  for  the 
betterment  of  man,  and  not  merely  a  pleasant  and  safe  abiding- 
place.  They  wnll  not  be  content  until  the  United  States  has 
again  assumed  the  leadership  and  responsibiUties  in  world  affairs 
commensurate  with  her  moral,  economic  and  political  position. 
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THE  AWARD  is  offered  in  the  conviction  that  the  peace  of  the  world  is 
the  problem  of  the  people  of  the  United  States,  and  that  a  way  can  be 
found  by  which  America's  voice  can  be  made  to  count  among  the  nations 
for  peace  and  for  the  future  welfare  and  integrity  of  the  United  States. 

The  Pubpose  of  the  award  is  to  give  the  American  people  from  coast 
to  coast  a  direct  opportunity  to  evolve  a  plan  that  will  be  acceptable  to 
many  groups  of  our  citizens,  who,  while  now  perhaps  disagreemg  as  to 
the  best  method  of  international  association,  strongly  desire  to  see  the 
United  States  do  its  share  in  preventhig  war  and  in  establishmg  a  work- 
able basis  of  cooperation  among  the  nations  of  the  earth. 

Four  Subsidiary  Awards 

Since  the  plan  finallv  selected  by  the  Jury  may  be  a  composite  of  more 
than  one  plan,  there  kre  also  offered,  in  addition  to  the  mam  award  of 
one  hundred  thousand  dollars  ($100,000),  second,  third,  fourth  and  Mth 
awards  of  five  thousand  dollars  ($5,000)  each  for  any  plans  or  portion 
of  plans  used  by  the  Jury  of  Award  m  a  composite  plaii. 

If  the  Jury  accepts  one  plan  in  full,  making  no  additions  to  it  from 
other  plans,  no  subsidiary  awards  will  be  made. 

Conditions  of  Award 

Qualifications  of  Contestants.— The  contest  is  open  to  every  citizen  of 
the  United  States,  by  birth  or  naturalization.  ■    ^-  t 

Plans  may  be  submitted  either  by  mdividuals  or  by  organizations  ot 
every  kind,  national,  state  or  local. 

Scope  of  the  Plan.— The  winning  plan  must  provide  a  practicable  means 
whereby  the  United  States  can  take  its  place  and  do  its  share  toward 
preserving  world  peace,  whUe  not  making  compulsory  the  participation 
of  the  United  States  m  European  wars,  if  any  such  are,  m  tbe  tuture, 
found  unpreventable.  ,  t 

The  plan  may  be  based  upon  the  present  covenant  of  the  League  oi 
Nations  or  may  be  entirely  apart  from  that  instrument. 

Tivie  and  Manner  of  Payment  of  Award.— The  purpose  of  the  Award 
is  twofold:  first,  to  produce  a  plan;  and  secondly,  to  msure,  so  tar  as  maj 
be,  that  it  will  be  put  into  operation.  +K^„=an,1 
The  Award  is,  therefore,  to  be  made  m  two  payments:  fafty  tbousana 
dollars  ($50,000)  wiU  be  paid  to  the  author  of  the  wmnmg  plan  as  soon 
as  the  Jury  of  Award  has  selected  it.  The  second  fifty  thousand  doUars 
($50,000)  will  be  paid  to  the  author  if  and  when  the  plan,  m  substance 
and  intent,  is  approved  by  the  United  States  Senate;  or  if  and  when  the 
Jury  of  Award  decides  that  an  adequate  degree  of  popular  support  nas 
been  demonstrated  for  the  winning  plan. 
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The  question  of  whether  amendments  which  may  be  made  in  the 
Senate  materially  affect  the  intent  of  the  plan  submitted,  and  the  accept- 
ance or  rejection  of  these  amendments  are  left  entirely  to  the  judgment  of 
the  Jury  of  Award. 

The  second  half  of  the  award,  or  fifty  thousand  dollars  ($50,000),  shall 
not  be  deemed  to  have  been  won  unless  the  conditions  above  mentioned 
as  to  the  approval  of  the  plan  shall  be  fulfilled  on  or  before  March  4,  1925. 

The  subsidiary  awards  are  to  be  paid  upon  the  same  basis  as  the  prin- 
cipal award;  that  is,  twenty-five  hundred  dollars  (82,500)  will  be  paid  to 
the  author  at  the  time  the  first  fifty  thousand  dollars  ($50,000)  is  paid, 
and  the  remaining  twenty-five  hundred  dollars  ($2,500)  if  and  when 
the  composite  plan,  in  substance  and  intent,  shall  have  been  accepted 
by  the  Senate  of  the  United  States;  or  if  and  when  the  Jury  of  Award 
decides  that  an  adequate  degree  of  popular  support  has  been  demon- 
strated for  the  winning  plan. 

Form  of  Plan. — Plans  submitted  should  not  be  in  the  form  of  bills, 
resolutions,  or  treaties  suitable  for  presentation  to  the  Senate. 

The  paper  submitted  may  include  not  only  the  exposition  of  the  plan, 
but  also  argument  for  it. 

A  summary  of  not  exceeding  five  hundred  words  must  accompany 
every  plan. 

L^Tiffth. — The  total  number  of  words  submitted,  exclusive  of  the  sum- 
mary, must  not  exceed  five  thousand  (5,000). 

Rtdes  for  Contestants. — Only  one  plan  may  be  submitted  by  anv  one 
contestant. 

Manuscripts  must  be  tj-pewritten,  and  on  only  one  side  of  the  page. 

Manuscripts  must  not  be  rolled. 

They  must  not  be  accompanied  by  letters. 

They  must  not  bear  the  name  of  the  author  or  contain  anything  by  which 
the  author  might  be  identified.  Each  manuscript  must  have  attached  to 
It  a  plam  sealed  envelope  containing  the  author's  name  and  address. 
As  they  are  received,  the  manuscript  and  envelope  will  be  marked,  for 
Identification,  with  the  same  number.  The  envelopes  will  not  be  opened 
until  the  Jury  of  Award  has  made  its  selections.  Hence  the  receipt  of 
manuscripts  cannot  be  acknowledged. 

Xo  manuscripts  will  be  returned.  No  postage  for  the  return  of  manu- 
scripts should  therefore  be  included  by  the  sender. 

Tiine  Limitation.— M  manuscripts  must  be  received  at  the  office  of 
he  American  Peace  Award  by  twelve  o'clock  midnight  on  November 
lo,  1923.    Manuscripts  received  after  that  time  cannot  be  considered. 

It  13  expected  that  the  Jury  wiU  be  able  to  announce  the  selection  of 

r  Z  f  fi'■*^P3."•t  of  the  Award  m  time  for  the  plan  to  be  presented 
to  ttie  Senate  early  m  1924. 

Right  of  Publication.~The  submission  of  any  manuscript,  whether  or 
n„hl  k'fT'''^^  ^°  ^^^^V^'  give  to  the  Committee  full  rights  to 

publish  the  same  m  such  manner  and  at  such  time  as  it  mav  choose 
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Cooperating  Council 

Working  in  direct  cooperation  with  the  PoUcy  Committee  of  the  Ameri- 
carPea"?  AwaJd  are  the  most  prominent  and  effective  organizations, 
civic  religious,  and  economic,  throughout  the  United  States. 

A  coopfSg  council  has  been  formed  for  the  American  Peace  Award, 
consisting  of  one  delegate  from  each  of  these  orgamzations. 

Jury  of  Award 

The  personnel  of  the  Jury  of  Award  will  be  announced  as  soon  after 
September  first  as  possible. 

POLICY  COMMITTEE 

The  Policy  Committee  of  the  American  Peace  Award  consists  of  the 
following  members: 

John  W.  Davis,  former  Ambassador  to  Great  Britain,  now  President  ot 
the  American  Bar  Association.  ,  c 

Learned  Hand,  Judge  of  the  United  States  Court  for  the  Southern 
District  of  New  York  smce  1909. 

William  H.  Johnston,  President  of  the  International  Assomt^^^^^ 
Machinists  and  executive  officer  of  the  Conference  for  Progressive 
Political  Action. 

Esther  Everett  Lape,  Member  in  Charge,  writer. 

Nathan  L.  Miller,  former  Governor  of  New  York  ^tate  ^ute  Con- 
troller and  Judge  of  the  Court  of  Appeals,  now  practicmg  lasv 
New  York  City.  ,      .       ^.  ■„ 

Mrs.  Gifford  Pinchot,  wife  of  the  Governor  of  Pennsylvama,  active  m 
political  life  and  many  social  welfare  movements. 

Mrs.  Ogden  Reid,  wife  of  the  publisher  of  the  New  York  Tribune  and 
Vice-President  of  the  New  York  Tribune,  Inc. 

Mrs.  Franklin  D.  Roosevelt,  wife  of  the  fp-^^^^^; 

of  the  Navy,  who  is  now  head  of  the  American  Construction  Council, 

Vice-chairman  of  the  New  York  League  of  W  omen  ^  oters. 
Henry  L.  Stimson,  former  Secretary  of  War  and  ^-^^^ted  States  A  to^^^^^ 

for  the  Southern  District  of  New  York,  now  a  practicmg  lawjer. 
Melville  E.  Stone,  former  general  manager,  now  counselor,  ot 

Associated  Press.  .  *  „ 
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I.  INTRODUCTION 


On  June  28,  1923,  it  was  four  years  since  the  treaty  of  Versailles 
was  signed  and  exactly  nine  years  since  the  Archduke  Franz 
Ferdinand  was  assassinated  at  Serajevo.  The  five  years  between 
the  murder  and  the  signature  of  the  treaty  saw  the  disappearance 
of  a  system  of  international  pohty  which  had  grown  up  in  the 
century  that  had  elapsed  since  the  treaty  of  Vienna  of  1815. 
There  is  now  emerging  the  framework  of  what  in  due  course  will 
become  the  poHtical  system  of  the  twentieth  centurj'. 

But  just  as  the  conditions  surrounding  the  present  generation 
are  essentially  different  from  those  surrounding  the  pre^■^ous  one, 
so  the  new  political  world  differs  in  essentials  from  the  one  which 
died  in  the  embers  of  the  World  War.  For  the  first  time  in  history, 
a  physically  unified  world  is  adjusting  its  political  regime  to  that 
unity.  As  a  consequence,  the  number  of  subjects  which  must  be 
handled  by  nations  in  common  in  order  that  they  may  be  handled 
at  all  steadily  multipHes.  For  example,  in  the  last  ten  years  the 
principles  regulating  aerial  na\'igation  were  first  laid  down  inter- 
nationally and  were  apphed  nationally  only  in  the  second  place.' 
Not  only  has  communication  unified  the  world,  but  new  develop- 
ments immediately  generate  their  international  problems,  capable 
of  solution  only  by  international  action.  Consequently,  virtually 
continuous  conference  and  the  nucleus  of  an  international  adminis- 
trative civil  service,  including  secretarial  facihties,  are  current 
necessities. 

State  Policy  in  Ixternational  Relations 

To  estimate  properly  the  relationships  between  nations,  it 
mu.st  always  be  kept  in  mind  that  foreign  offices  deal  with  two 
sets  of  rules.  One  set  may  be  defined  as  legal  and  consists  of  the 
rules  and  practices  of  international  law  and  the  agreements  made 
with  other  states,  either  separately  or  collectively.  The  other  set 
consists  of  the  opinions  and  theories  which  a  state  holds  respecting 
its  position  in  the  world  or  the  status  it  wishes  to  obtain, — a  set  of 
desiderata  usually  referred  to  as  policy. 

'The  Comite  international  juridique  de  droit  a^rienne  dates  from'1910. 
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Matters  falling  within  the  first  class  are  subject  to  the  rules 
of  law  and  are  usually  settled  on  the  basis  of  such  rules.  Matters 
falling  within  the  second  class  are  seldom  affected  by  the  rules  of 
law;  and  are  customarily  resolved  by  bargaining,  concessions  and 
other  forms  of  trading  useful  to  obtain  national  advantages. 
While  both  types  of  relationship  are  managed  by  the  political 
department  of  governments,  they  are  obviously  not  poUtical  in 
the  same  sense  and  to  the  same  degree.  The  fixed  rules  of  inter- 
national procedure,  however,  have  constantly  suffered  in  applica- 
tion by  conflict  with  national  pohcy. 

This  situation  has  been  due  to  the  fact  that  states  regarded 
themselves  as  superior  to  law  and  reserved  the  privilege  of  inter- 
preting all  matters  affecting  themselves.  This  condition  brought 
it  about  that  each  state  overjealously  guarded  its  right  to  go  to 
war;  so  that  even  the  simplest  dispute  between  nations  might, 
if  the  Government  of  the  moment  so  concluded,  be  raised  into  a 
question  of  "political"  importance  and  a  settlement  sought  on 
the  basis  of  self-interest.  To  facilitate  this  metamorphosis  there 
existed  in  international  law  the  doctrine  of  rebus  sic  stantibus,  by 
which  all  countries  have  frequently  held  that  treaties  in  force  and 
never  denounced  need  no  longer  be  regarded  as  binding  since 
the  conditions  existing  at  the  time  of  their  conclusion  had  changed, 
— in  the  opinion  of  the  state  which  stood  to  gain  thereby. 

In  such  conditions,  the  joining  of  two  or  more  states  for  purposes 
of  policy  and  the  consequent  pledge  of  military  force  to  carry  out 
that  policy,  in  case  they  should  deem  it  worth  while,  gave  the  term 
"alliance"  a  very  bad  connotation.  But  the  plain  fact  about 
political  agreements  is  that  their  significance  lies  not  in  their  terms, 
but  in  the  conditions  that  surround  their  operation.  It  is  not  so 
much  the  moral  hazards  of  the  agreement  as  the  state  of  the 
world  in  which  it  exists  that  makes  it  good  or  bad.  The  general 
state  of  law  at  the  time  and  the  international  machinery  then 
existing  will  give  more  character  to  a  political  agreement  than 
will  result  from  its  terms. 

Limitations  of  State  Policy 

Every  one  of  the  alliances  made  since  the  close  of  the  World 
War  contains  an  article  to  the  effect  that,  to  use  the  phrase  of  the 
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Franco-Polish  agreement,  it  is  "in  conformity  with  the  Covenant 
of  the  League  of  Nations."  As  that  is  an  engagement  freely  taken 
between  the  parties,  it  is  appropriate  to  recite  the  pledges  to  which 
the  respective  allies  have  agreed  to  conform  both  by  reason  of 
membership  in  the  League  of  Nations  and  by  reason  of  their 
bilateral  agreements. 

By  Art."  18  of  the  Covenant  no  treaty  shall  be  binding  until 
registered;  and  registration  enjoins  upon  the  Secretariat  that  the 
document  shall  be  published  as  soon  as  possible.  Failure  to 
register  would  seem  to  relieve  a  contracting  state  from  respon- 
sibility under  the  agreement. 

By  Art.  19  "the  Assembly  may  from  time  to  time  ad%-ise  the 
reconsideration  by  Members  of  the  League  of  treaties  that  have 
become  inapplicable."  The  effect  of  that  pledge  should  be  that 
aUies  may  be  subjected  by  representatives  of  fifty  or  more  other 
states  to  criticisms  respecting  their  policy  and  the  engagements 
which  express  it. 

By  .\rt.  \i.  in  the  form  in  which  it  will  stand  after  an  amend- 
ment is  accepted,  it  is  provided  that  "the  Members  of  the  League 
agree  that,  if  there  should  arise  between  them  any  dispute  likely 
to  lead  to  a  rupture  they  will  submit  the  matter  either  to  arbitra- 
tion or  judicial  settlement  or  to  inquirv  by  the  Council  and  they 
agree  in  no  case  to  resort  to  war  until  three  months  after  the  award 
by  the  arbitrators  or  the  judicial  decision,  or  the  repwirt  by  the 
Council." 

By  Art.  11  "any  war  or  threat  of  war.  whether  immediately 
afiFecting  any  of  the  Members  of  the  League  or  not,  is  hereby 
declared  a  matter  of  concern  to  the  whole  League,  and  the  League 
shall  take  any  action  that  may  be  deemed  wise  and  effectual  to 
safeguard  the  peace  of  nations." 

By  Art.  13  of  the  Covenant  and  by  Art.  36  of  the  Statute  of  the 
Permanent  Court  of  International  Justice,  to  both  of  which  mem- 
bers of  the  aUiances  are  bound  by  their  o^-n  acts  of  ratification, 
"disputes  as  to  the  interpretation  of  a  treaty,  as  to  any  question 
of  international  law,  as  to  the  existence  of  any  fact  which  if  estab- 
lished would  constitute  a  breach  of  any  international  obligation, 
or  as  to  the  extent  and  nature  of  the  reparation  to  be  made  for 
any  such  breach,  are  declared  to  be  among  those  which  are  gen- 
erally suitable  for  submission." 
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The  postwar  alliances  are  to  be  interpreted  in  the  light  of  these 
engagements  taken  by  the  allies  under  acts  of  equal  validity  with 
the  ratifications  which  brought  the  alUances  into  force.  The  post- 
war alliance  is  therefore  subject  to  control  by  the  principles  of 
international  law  to  a  far  greater  degree  than  any  prewar  alUance 
could  have  been. 

Postwar  allies,  by  reason  of  their  engagements  under  the  G)ve- 
nant,  have  lost  the  right  to  reserve  to  themselves  either  the  exclu- 
sive interpretation  of  the  alhance  or  the  privilege  of  adducing  it 
under  whatever  pohtical  exigency  they  may  elect.  They  have 
further  lost  the  right  of  resorting  to  hostihties  before  a  neutral 
examination  of  the  case  has  taken  place.  All  of  which  they  have 
voluntarily  accepted  by  negotiating  their  agreements  "in  con- 
formity with  the  Covenant  of  the  League  of  Nations." 


Revision  of  Peace  Treaties  Going  On 

There  is  another  feature  common  to  the  treaties  of  alhance, 
namely,  that  they  are  intended  to  maintain  the  peace  created  by 
the  treaties  of  Versailles,  St.  Germain-en-Laye  and  Trianon.  Not- 
withstanding the  fact  that  the  Covenant  of  the  League  of  Nations 
is  Part  I  of  each  of  those  treaties,  it  must  be  regarded  as  a  separate 
document  with  a  separate  life.  Its  conclusion  as  Part  I  of  the 
treaties  had  the  effect  of  making  its  engagements  binding  upon 
the  defeated  powers,  who  were  not  members  of  the  League,  vnth- 
out  the  necessity  of  a  reciprocity  on  the  part  of  the  victors.' 

In  many  respects  the  treaties  of  peace  are  inconsistent  with  the 
principles' enunciated  in  the  Covenant.  But  the  League  has  no 
jurisdiction  over  their  carrying  out  except  in  those  cases,  few  in 
number,  where  it  is  specifically  assigned  a  duty. 

To  give  an  instance  of  lack  of  jurisdiction:  the  Reparation  Com- 
mission and  the  whole  reparation  system  were  exclusively  reserved 
to  the  victorious  states — the  collective  party  of  the  first  part  of 
the  treaties  of  peace.    The  commission  itself  is  responsible  only 

lAustria  was  admitted  to  the  League  of  Nations  on  December  15,  1920;  Bulgaria 
on  December  16,  1920;  Hungary  on  September  18,  1922;  and  Tm-key  has  received 
the  promise  of  support  for  her  application  from  the  states  represented  at  the  Lau- 
sanne Conference.  On  admission,  all  of  those  states  acquire  the  same  rights  and 
assume  the  same  obligations  under  the  Covenant  as  the  other  members.  Germaflv 
and  Russia  are  outside. 
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to  the  Governments  appointing  its  delegates  and  the  reparation 
part  of  the  treaties  estabUshed  a  complete  system  for  making  deci- 
sions, even  providing  its  own  system  of  arbitration  for  the  settle- 
ment of  difficulties  not  smoothed  out  by  the  regular  operation  of 
the  commission.  Until  the  elaborate  system  set  down  in  Annex 
II  of  Part  VIII  of  the  treaty  of  Versailles  is  exhausted — a  very 
imlikely  contingency — there  could  be  no  question  of  a  reparation 
question  coming  before  the  organs  of  the  League,  unless  by  the 
spontaneous  assent  of  the  interested  states. 

-\s  an  instance  of  assigned  jurisdiction:  matters  involving 
political  advantages  in  the  treaties  of  peace  were  carefully  reserved 
for  decision  by  the  victors  unless  they  took  a  form  which  required 
a  disinterested  interpreter.  Such  a  case  was  that  of  the  Saar 
Basin,  which  was  refused  to  France  territorially,  but  in  which 
France  was  granted  the  coal  mines  on  reparation  account.  The 
problem  of  giving  France  the  mines  but  not  the  territory  became 
possible  of  solution  only  by  employing  the  League  as  a  disinterested 
third  party  to  appoint  the  Governing  Commission  to  hear  com- 
plaints from  the  population,  and  finally  to  conduct  a  plebiscite. 
Only  two  or  three  abnormal  relationships  such  as  that  were  given 
to  the  League  under  the  treaties. 

Its  other  duties  under  the  treaties  are  the  normal  ones  of  calling 
conferences  on  such  questions  as  communications  and  transit  and 
a  general  serv  ice  as  a  mediator  in  specific  circumstances. 

The  treaties  of  peace  are,  v,-iih.  these  exceptions,  entirely  beyond 
the  jurisdiction  of  the  League.  And  because  they  were  nego- 
tiated prior  to  its  beginning  to  function  on  January  10,  1920, 
the  general  rules  of  the  Covenant  do  not  apply  to  them. 

With  the  exceptions  noted,  therefore,  the  treaties  of  peace  must 
be  regarded  as  documents  of  high  politics,  executable  by  the 
processes  of  negotiation.  This  is  what  is  going  on.  The  treaties 
of  peace  are  no  longer  even  the  guiding  documents.  The  treaty 
of  Versailles  in  respect  to  reparation  has  been  definitely  revised 
twice,  while  its  actual  operation  proceeds  on  the  basis  of  two 
or  liree  hundred  decisions  of  the  Reparation  Commission,  two 
or  three  dozen  agreements  between  the  aUied  powers,  and  a  num- 
ber of  disagreements  between  the  same.  This  process  of  re- 
vision goes  on  m  detail  and  ine\-itably  will  continue.  The 
treaties  of  peace  are  consequently  undergoing  considerable  change. 
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These  changes  for  the  most  part  have  resulted  from  free  negotia- 
tion between  the  parties  that  imposed  the  treaties  and  those  upon 
whom  they  were  imposed.  In  most  cases  only  those  states  specifi- 
cally interested  have  been  parties  to  the  revisions. 

The  body  of  the  peace  settlement  as  a  result  of  these  develop- 
ments becomes  less  and  less  of  a  unilateral  resolution. 

Every  document  printed  herein  has  a  reputation  of  being  secret. 
But  the  treaties  printed  herein,  though  constantly  called  secret,  are 
not  even  concealed.  Every  one  of  them  has  either  been  issued  by 
the  Governments  in  appropriate  official  pubhcations  or  has  been 
suppUed  by  the  Governments  upon  a  mere  request.  A  somewhat 
anomalous  feature  of  the  situation  is  the  slowness  with  which 
they  have  been  presented  at  Geneva  for  registration  by  the 
Secretariat  of  the  League  of  Nations. 


II.    ALLIANCE  MO\'EMEXTS  AGAINST  GERMANY 


1.    The  Problem  of  Frexch  Seccritt 

It  is  well  known  that  the  French  desire  for  security  has  played 
a  great  part  in  postwar  poUcies.  The  question  was  first  raised  at 
the  Paris  Peace  Conference,  where  the  guaranty  articles  incor- 
porated in  the  treaty  of  Versailles,  Arts.  4-2-44  and  429-3-2,  were 
regarded  by  the  French  as  insufficient  for  their  purposes.  In 
order  to  secure  French  assent  to  other  decisions,  it  was  proposed 
by  the  American  and  British  delegations  that  they  underwrite 
France.  The  resulting  agreement  possessed  a  certain  novelty  of 
form,  being  neither  joint  nor  several.  It  consisted  of  an  agree- 
ment between  France  and  the  L'nited  States  and  an  agreement 
between  France  and  Great  Britain  in  identic  terms;  but  neither 
was  to  come  into  force  until  the  other  came  into  force.  The  agree- 
ment with  the  United  States  follows^: 

Whereas  the  United  States  of  America  and  the  French  Repubhc  are 
equally  animated  by  the  desire  to  maintain  the  Peace  of  the  World  so 
happily  restored  by  the  Treaty  of  Peace  signed  at  Versailles  the  ^8th 
day  of  June,  1919,  putting  an  end  to  the  war  begxm  by  the  aggression  of 
the  German  Empire  and  ended  by  the  defeat  of  that  Power:  and. 

Whereas  the  United  States  of  America  and  the  French  Repubhc  are 
fully  persuaded  that  an  unprovoked  movement  of  aggression  by  Germany 
against  France  would  not  only  violate  both  the  letter  and  the  spirit  of 
the  Treaty  of  Versailles  to  which  the  United  States  of  America  and  the 
French  Repubhc  are  parties,  thus  exposing  France  anew  to  the  intol- 
erable burdens  of  an  improvoked  war,  but  that  such  aggression  on  the 
part  of  Germany  would  be  and  is  so  regarded  by  the  Treaty  of  Versailles 
as  a  hostile  act  against  all  the  Powers  signatory  to  that  Treaty  and  as 
calculated  to  disturb  the  Peace  of  the  world  by  mvolvmg  me\-itably  and 
directly  the  States  of  Europe  and  mdh-ectly,  as  experience  has  amply  and 
unfortunately  demonstrated,  the  world  at  large;  and, 

^^^lereas  the  United  States  of  America  and  the  French  Repubhc  fear 
that  the  stipulations  relatmg  to  the  left  bank  of  the  Rhkie  contained  in 
said  Treaty  of  Versailles  may  not  at  first  pro\-ide  adequate  securitv  and 
protection  to  France  on  the  one  hand  and  the  United  States  of  America 
as  one  of  the  signatories  of  the  Treaty  of  VersaiUes  on  the  other; 

'Reprinted  from  Sen.  Doc.  No.  63,  66th  Cong.,  1st  sess.,  p.  5,  7.  9. 
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Therefore,  the  United  States  of  America  and  the  French  Republic 
having  decided  to  conclude  a  treaty  to  effect  these  necessary  purposes, 
Woodrow  Wilson,  President  of  the  United  States  of  America,  and  Robert 
Lansing,  Secretary  of  State  of  the  United  States,  specially  authorized 
thereto  by  the  President  of  the  United  States,  and  Georges  Clemenceau, 
President  of  the  Council,  Minister  of  War,  and  Stephen  Pichon,  Minister 
of  Foreign  Aflairs,  specially  authorized  thereto  by  Raymond  Poincare, 
President  of  the  French  Republic,  have  agreed  upon  the  following  articles: 

Article  I.  In  case  the  following  stipulations  relating  to  the  Left 
Bank  of  the  Rhine  contained  in  the  Treaty  of  Peace  with  Germany 
signed  at  Versailles  the  28th  day  of  June,  1919,  by  the  United  States  of 
America,  the  French  Republic  and  the  British  Empire  among  other 
Powers: 

"Article  42.  Germany  is  forbidden  to  maintam  or  construct  any 
fortifications  either  on  the  left  bank  of  the  Rhine  or  on  the  right 
bank  to  the  west  of  a  line  drawn  50  kilometres  to  the  East  of  the 

Rhine.  , 
"Article  43.  In  the  area  defined  above  the  maintenance  and 
assembly  of  armed  forces,  either  permanently  or  temporarily, 
and  mihtary  manoeuvres  of  any  kind,  as  well  as  the  upkeep  of  all 
permanent  works  for  mobilization  are  in  the  same  way  forbidden. 

"Article  44.     In  case  Germany  violates  in  any  manner  what- 
ever the  provisions  of  Articles  42  and  43,  she  shall  be  regarded  as 
committing  a  hostile  act  against  the  Powers  signatory  of  the  present 
Treaty  and  as  calculated  to  disturb  the  peace  of  the  world.", 
may  not  at  first  provide  adequate  security  and  protection  to  France, 
the  United  States  of  America  shaU  be  bound  to  come  immediately  to 
her  assistance  in  the  event  of  any  unprovoked  movement  of  aggres- 
sion against  her  being  made  by  Germany.  ,    x    rr     t  t 
Art.  n.    The  present  Treaty,  in  similar  terms  with  the  treaty  ot 
even  date  for  the  same  purpose  concluded  between  Great  Britain  and  the 
French  Republic,  a  copy  of  which  Treaty  is  annexed  hereto,  will  only 
come  into  force  when  the  latter  is  ratified. 

Art.  III.  The  present  Treaty  must  be  submitted  to  the  CouncU  ot 
the  League  of  Nations,  and  must  be  recognized  by  the  Council,  acting 
if  need  be  by  a  majoritv,  as  an  engagement  which  is  consistent  with  the 
Covenant  of  the  League.  It  wiU  continue  in  force  until  on  the  applica- 
tion of  one  of  the  Parties  to  it  the  Council,  acting  if  need  be  by  a  majority, 
agrees  that  the  League  itself  affords  sufficient  protection. 

Art.  IV.  The  present  Treaty  wUl  be  submitted  to  the  Senate  of  the 
United  States  at  the  same  time  as  the  Treaty  of  Versailles  is  fu^mitted 
to  the  Senate  for  its  advice  and  consent  to  ratification.    It  will  be  sub- 
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mitted  before  ratification  to  the  French  Chambers  of  Deputies  for 
approval.  The  ratifications  thereof  will  be  exchanged  on  the  deposit 
of  ratifications  of  the  Treaty  of  Versailles  at  Paris  or  as  soon  thereafter 
aa  shall  be  possible. 

In  faith  whereof  the  resjjective  Plenipotentiaries,  to  wit:  On  the 
part  of  the  United  States  of  America,  Woodrow  Wilson,  President, 
and  Robert  Lansing,  Secretary  of  State,  of  the  United  States;  and  on  the 
part  of  the  French  Repubhc,  Georges  Clemenceau,  President  of  the 
Coimcil  of  Ministers,  Minister  of  Wax,  and  Stephen  Pichon,  Minister  of 
Foreign  Affairs,  have  signed  the  above  articles  both  in  the  English  and 
French  languages,  and  they  have  hereunto  aSixed  their  scab. 

Done  in  duphcate  at  the  City  of  Versailles,  on  the  twenty-eighth  day  of 
June,  in  the  year  of  our  Lord  one  thousand  nine  hundred  and  nineteen, 
and  the  one  himdred  and  forty-third  of  the  Independence  of  the  United 
States  of  America. 

[seal.]  Woodhow  Wilsox. 

[seal.]  Robebt  Laxsixg. 

[seal.]  G.  Clemenceau. 

[seal.]  S.  Pichon. 

The  American  agreement  was  submitted  to  the  Senate  shortly 
after  the  treaty  of  Versailles  was  sent  to  that  body.  No  action 
was  ever  taken  upon  it. 

The  British  treaty  was  favorably  passed  upon  by  the  London 
Parliament;  and,  though  it  was  a  document  supposedly  only  of 
the  United  Kingdom,  was  hkewise  passed  by  the  Parham'ents 
of  AustraUa,  New  Zealand  and  South  Africa.  The  ratification  of 
the  Crovna.  was  not,  however,  given,  owing  to  the  failure  of  the 
Lnited  States  to  bring  mto  force  its  agreement. 

The  failure  of  this  efiFort  to  underwrite  France  caused  a  keen 
disappointment  m  Paris.  It  was  not  until  the  summer  of  1920 
that  France  became  con%-inced  that  the  project  represented  by 
the  agreements  was  a  dead  letter.  She  then  turned  to  other 
quarters  for  what  she  wished. 


F ranco-Belgian  Military  Understanding 
W  Art.  31  of  the  treaty  of  VersaiUes  and  the  correspondinc» 
cles  m  the  treaties  with  Austria  and  Hungary,  it  is  recognized 
t  the  treaties  of  April  19,  1839,  which  established  the  neutral 
us  of  Belgium,  'no  longer  conform  to  the  requirements  of  the 
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situation."  Those  treaties  were  accordingly  declared  abrogated. 
Belgium  for  her  part  decided  to  reject  neutralization  as  a  future 
condition.  Having  rejected  the  old  guaranty,  she  decided  to 
find  a  new  one.    In  this  mood  negotiations  took  place  with 

France.  ,  t.  i  • 

It  became  known  in  September,  1920,  that  France  and  Belgium 
had  reached  an  agreement  respecting  common  action  toward 
Germany.  There  was  an  immediate  hue  and  cry  respecting  its 
relation  to  the  Covenant  of  the  League  of  Nations  and  a  wide- 
spread demand  outside  of  the  two  countries  concerned  for  the 
pubhcation  of  the  agreement.  When  it  was  announced  that  the 
document  was  in  the  form  of  a  miUtary  understandmg  between 
the  general  staffs  which— dealmg  with  the  movement  of  troops 
under  certam  hypotheses— would  lose  its  value  if  its  terms  were 
made  pubUc,  the  agitation  was  mcreased  rather  than  allayed. 
Pubhc  opinion  m  general  demanded  more  accurate  information. 
The  French  and  Belgian  Governments  eventually  agreed  to  the 
pubhcation  and  registration  with  the  League  of  an  exchange  of 
notes  between  their  respective  ministers  of  foreign  affairs  which 
gave  governmental  effect  to  the  detailed  miUtary  understandmg. 
That  exchange  of  letters,  which  was  registered  on  November  4, 
1920,  reads  as  follows^: 

Ministry  of  Brussels,  September  10,  1920. 

Foreign  Aifairs. 

^  the  honor  to  inform  your  ExceUency  that  the  Belgian  Gove™^ 

ment  gives  its  approval  to  the  Mihtary  Understandmg  the  text  of  which 
w^  sSIed  September  7.  1920,  by  Marshal  Foch,  General  Maglms^ 
cSef  of  Staff  of  the  Belgian  Army,  and  General  Bnat,  Chief  of  Staff 
of  ^!e  French  Army,  designated  for  this  pm^ose  by  their  respective 

^  Th^o"  ject  of  this  miderstandmg  is  to  reinforce  the  guaranties  of  peace 
and  sLuJ  tv  resulting  from  the  Covenant  of  the  League  of  Nations. 

It?"cognSed  as  a  matter  of  course  that  the  two  states  retam  u^d. 
JnisLd  thS  rights  of  sovereignty  in  respect  of  the  imposition  of  mJiU^^ 
r!^tn,  ,mr  their  respective  countries  and  in  regard  to  determinmg  m 
-STLlLJh::  Se^^^^^^         contemplated  by  the  present  under- 
standing  has  in  fact  arisen. 

'League  of  Nations,  Tr»aty  Series,  W  128. 
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We  take  this  opportunity,  Mr.  President,  to  renew  to  your  ExceUency 
the  assurance  of  our  very  high  esteem. 


Minister  of 
National  Defense. 

(s)    Paul  Emile  Janson. 

His  Excellency  Monsieur  Muxer.v\d, 
President  of  the  Council, 
Minister  of  Foreign  Affairs, 
Paris. 


Prime  Minister, 
Minister  of  Finance, 
Minister  of  Foreign  Affairs, 
(s)  Delacroix. 


MLnislrj-  of 
Foreign  Affairs. 

FRENCH  REPUBLIC 

Directorj-  of 

Political  and  Commercial  Paris,  September  15,  1920. 

Affairs. 

Mr.  President, 

By  a  letter  dated  the  10th  of  this  month  and  bearing  the  signature  of 
the  Belgian  Minister  of  National  Defense,  as  well  as  your  Excellency's 
signature,  your  Excellency  had  the  kindness  to  inform  me  that  the  Belgian 
Government  gave  its  approval  to  the  Military  Understanding,  the  text 
of  which  was  signed  on  September  7,  1920,  by  Marshal  Foch,  General 
Maglinse,  Chief  of  Staff  of  the  Belgian  Army,  and  General  Buat,  Chief 
of  Staff  of  the  French  Army,  designated  for  this  purpose  by  their  respective 
Governments. 

I  have  the  honor  to  inform  you  that  the  Government  of  the  Republic 
likewise  gives  its  approval  to  this  Military  Understanding. 

The  object  of  this  understanding  is  to  reinforce  the  guaranties  of  peace 
and  security  resulting  from  the  Covenant  of  the  League  of  Nations. 

It  is  recognized  as  a  matter  of  course  that  the  two  states  retain  imdi- 
minished  their  rights  of  sovereignty  in  respect  of  the  imposition  of  mihtary 
burdens  upon  their  respective  countries  and  in  regard  to  determining  in 
each  case  whether  the  eventuality  contemplated  by  the  present  under- 
standing has  in  fact  arisen. 

I  take  this  occasion,  Mr.  President,  to  renew  to  your  Excellency  the 
assurance  of  my  very  high  esteem. 

(s)  MXLLERAND. 

His  Excellency, 

Monsieur  Delacboix, 

President  of  the  Coimcil  of  Ministers, 
Minister  of  Foreign  Affairs, 
Brxissels. 
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The  documents  were  registered  by  both  parties  through  letters 
dated  November  2,  1920,  from  the  secretary-general  of  the  French 
Ministry  of  Foreign  Affairs  and  the  Belgian  minister  of  foreign 
affairs.  As  these  letters  constitute  practically  an  additional 
engagement  with  the  Members  of  the  League  of  Nations  as  to  the 
character  of  the  agreement,  their  common  text  is  set  forth: 

Mr.  Secretary-General, 

I  have  the  honor  to  inform  you  that  the  French  and  Belgian  General 
Staffs  have  drawn  up  plans  for  a  series  of  military  measures  to  meet  the 
eventuality  of  a  new  German  aggression  against  Belgium  and  France. 

In  order  to  conform  to  the  engagement  included  in  Article  18  of  the 
Covenant  of  the  League  of  Nations,  I  have  the  honor  to  communicate  to 
you  under  this  cover  the  correspondence  exchanged  between  the  French 
and  Belgian  Governments.  The  understanding  in  question  is  purely 
defensive  and  has  reference  exclusively  to  the  case  of  an  unprovoked 
aggression.  Its  object  is  to  remforce  the  guaranties  of  peace  and  security 
resulting  from  the  Covenant  of  the  League  of  Nations. 

France  next  turned  to  Poland,  Germany's  neighbor  on  the  east. 
The  Franco-Polish  negotiations  are  the  subject  of  a  separate 
chapter. 

Ofer  of  British  Guaranty 
Duruig  1921  the  so-called  Supreme  Council,  being  occasional 
conferences  of  the  premiers  of  the  principal  Allied  Powers,  met 
frequently,  chiefly  to  discuss  the  problem  of  reparation.  Through- 
out these  meetings  and  always  in  the  statements  of  her  public 
men,  France  continuously  emphasized  the  necessity  for  her 
security.  In  December,  1921,  there  was  such  a  conference  m 
England,  at  which  a  further  session  at  Cannes  was  determined 
upon  for  January,  1922. 

At  Cannes  on  January  4,  the  British  Government  presented 
Aristide  Briand,  the  French  premier,  with  an  aide-memoire  pro- 
posing a  general  settlement  of  all  outstanding  questions  m  the 
reconstruction  of  Europe,  and  further  proposing  that  the  Brit- 
ish Empire  underwrite  French  safety.  In  effect,  this  proposal 
amounted  to  bringing  into  force  for  Britain  alone  the  British- 
American-French  agreements  of  1919  which  had  failed.  This 
form  was  described  in  the  aide-memoire  as  a  second  alternative. 

The  first  alternative,  which  was  not  proposed  by  the  British 
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Empire,  was  stated  to  be  an  oflFensive  and  defensive  alliance, 
respecting  which  the  document  commented: 

.  .  .  Though  such  an  alliance  might  seem  desirable  to  France,  it 
would  in  reality  not  serve  her  interests  well,  because  such  alliances  are 
contrary  to  British  tradition.  The  British  people  understand  the  claim 
of  France  to  be  guaranteed  against  invasion  of  her  soil;  but  they  would 
not  willingly  be  committed  to  mihtary  habihties  for  breaches  of  the 
peace  elsewhere.  Participation  in  military  enterprises  in  Central  and 
Eastern  Europe  they  would  not  contemplate.  An  aUiance  involving,  or 
even  appearing  to  involve,  any  such  responsibility  would  not  carry  the 
whole-hearted  concurrence  of  the  British  people.  On  the  contrary  it 
would  be  strongly  opposed  by  large  sections  of  the  community  in  all 
parties,  and  would  therefore  not  be  as  valuable  to  France  as  an  under- 
taking in  another  form.  .  .  . 

The  alternative  proposed  was  as  follows: 

Draft  of  Articles  of  Proposed  Treaty  between  the  Go^iaiNMENTS 
OF  the  British  Empire  and  the  French  Republic 

I.  In  the  event  of  direct  and  unprovoked  aggression  against  the  soil 
of  France  by  Germany,  Great  Britain  will  immediately  place  herself  at 
the  side  of  France  with  her  naval,  military  and  air  forces. 

II.  The  high  contracting  parties  reassert  their  common  interest  in 
Articles  4-2,  43  and  44  of  the  treaty  of  Versailles,  and  will  consult  together 
should  any  breach  of  them  be  threatened  or  any  doubt  arise  as  to  theh 
interpretation. 

III.  The  high  contractmg  parties  undertake  further  to  concert  to- 
gether m  the  event  of  any  military,  naval  or  ah  measures  inconsistent 
with  the  treaty  of  Versailles  being  taken  by  Germany. 

IV.  The  present  treaty  shall  impose  no  obligations  upon  any  of  the 
Dominions  of  the  British  Emphe  unless  and  until  it  is  approved  by  the 
Dominion  concerned. 

V.  This  treaty  shall  remam  m  force  for  a  period  of  ten  years,  and  shall, 
if  approved  by  both  parties,  be  renewable  at  the  end  of  that  period.' 

Cannes, 
13th  January,  1922. 

|An  additional  treaty  was  offered  to  Belgium  in  the  foUowing  draft  terms- 
m«n.°.*'Tp  °^  ^^^Sian  territory,  which  lies  between  Ger- 

manj  and  trance,  is  exposed  in  a  special  manner  and  in  consideration  of  the  fact 

W  t  I'^u-'-  "  "n^"-'**  ^"^5''  '^'-^'^^'^  ^^Ig'""!  at  the  beginning  of 

ihe^lmli  •     'if-  consideration  of  the  fact  that  Belgium  stUl  suffers  ffom 

the  damages  resulting  from  the  mvasion  and  occupation,  the  king  of  England 
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This  proposal  was  contingent: 

In  order,  however,  that  effect  may  be  given  to  it,  it  is  necessary  that 
the  treaty  should  be  accompanied  by  a  complete  entente  between  the 
two  countries.  This  was  the  basis  of  the  agreement  of  1904  which  gave 
France  the  support  of  Great  Britain  in  the  war,  and  it  is  equally  essential 
now. 

The  conditions  to  be  met  were  stated  to  be: 
His  Majesty's  Government  consider  that  the  first  condition  of  a  true 
entente  is  the  avoidance  of  naval  competition  between  the  two  coun- 

^"xhe  British  Government  also  strongly  desire  that  France  shall  co- 
operate whole-heartedly  in  the  economic  and  financial  reconstruction  of 

^  InThe  same  spirit  they  would  desire  to  clear  away  aU  questions  on 
which  controversy  between  the  two  countries  is  possible.  It  is  essential, 
for  instance,  that  peace  in  the  Near  East  shaU  be  restored,  and  that  there 
shall  be  absolute  agreement  between  France  and  Great  Britam  as  to  the 
allied  policy  to  be  pursued.  ...  .  ^    j-  „ 

His  Majesty's  Government  are  confident  that  there  are  no  outstanding 
questions  which  can  not  be  solved  in  a  manner  satisfactory  to  both 
Governments  and  that  the  treaty  of  guaranty  between  the  two  countries 
may  thus  be  sealed  and  confirmed  by  a  complete  and  a  durable  entente. . . . 

It  is  moreover  their  particular  desire  that  this  entente  between  Great 
Britain  and  France,  so  far  from  excluding  other  nations,  should  form  the 
basis  of  a  wider  scheme  of  international  co-operation  to  msure  the  peace 
of  Europe  as  a  whole. 

Reception  of  the  Proposal 
The  publication  of  this  proposal  and  its  favorable  receipt  by 
Premier  Briand  created  a  pohtical  crisis  in  France.  Ihe  par- 
Uamentary  commissions  on  foreign  affairs  sent  him  telegrams  at 
Cannes  of  a  querulous  character.  He  deemed  it  wise  to  go  to 
and  the  king  of  Belgium  have  concluded  between  themselves  the  following  conven- 

*'°'Abt  1.  In  the  event  of  an  indirect  and  unprovoked  attack  upon  Belgium 
Great  Britain  will  forthwith  come  to  the  aid  of  Belgium  with  all  its  land,  water  and 

Art.' 2.    Belgium  will  employ  all  its  military  and  air  forces  to  protect  its  terri- 
t/irv  in  the  event  of  an  attack  or  a  violation  of  its  territory.  „„„„„„nt 
'^Art  3    Belgium  will  not  conclude  any  treaty  nor  enter  upon  any  engagement 
in  conflict  with  this  agreement." 


LE.\GUE  OF  NATIONS 


103 


Paris  and  give  an  accounting.  On  the  eventual  interpellation  he 
won  a  vote  of  confidence,  but  left  the  Chamber  to  lay  his  resigna- 
tion before  the  President.  It  was  his  attitude  that  the  opposition 
to  him  would  finally  create  a  situation  bringing  about  his  downfall 
and  he  was  not  disposed  to  face  that  losing  game.  Raymond 
Poincare  succeeded  him  as  premier,  backed  by  the  Nationalist 
bloc. 

Poincare's  policy  may  perhaps  be  best  summarized  in  his  own 
words  on  the  occasion  of  his  re-election  as  president  of  the  Conseil- 
general  of  the  Meuse  on  August  2-2,  1922.  At  that  time  the 
premier  said : 

On  the  morrow  of  the  armistice  each  of  the  belligerents  in  a  certain 
measure  resumed  its  sacred  egoism,  of  which  one  of  them  was  proud  and 
the  promptings  of  which  were  more  discreetly  followed  by  the  others.  I 
am  neither  astonished  nor  scandalized  at  that.  But  what  I  fail  to  under- 
stand, what  France  does  not  understand,  is  why  for  more  than  three 
years,  in  the  peace  treaty  as  in  later  conventions,  agreement  among  the 
alUes  is  so  frequently  made  at  our  expense.  What  good  Ls  it  to  recaU  now 
the  long  series  of  deceptions  inflicted  upon  us,  the  concessions  demanded 
of  us  in  favor  of  Germany,  the  reductions  successively  imposed  upon  our 
claims,  the  opposition  we  have  met  every  time  that  we  have  urged  recourse 
to  guaranties  and  sanctions.^  It  has  gradually  come  to  France  that  the 
right  of  having  a  foreign  policy  is  almost  denied  to  her.  An  alliance  can, 
however,  have  lastmg  force  only  if  it  is  made  on  the  basis  of  equality  and 
of  mutual  respect  for  national  sovereignty.  France  is  a  sufficiently  great 
moral  power  to  be  sure  that  in  contracting  a  friendship  she  always  gives 
as  much  as  she  receives.' 

It  was  the  latter  point  that  the  French  premier  emphasized 
in  his  negotiations  on  the  draft  treaty.  He  objected  to  its  form 
because,  as  he  held,  it  gave  something  to  France  without  France 
giving  an\-thing  in  return.  It  was  beneath  French  dignity  to 
accept  international  charity.  Great  Britain  should  also  accept 
a  French  guaranty,  which  was  not  definitely  specified  in  the 
French  counterdraft.  If  the  treaty  were  mutual' and  the  guaranties 
both  of  weight,  France  could  consider  that  she  was  negotiating 
with  an  equal  and  could  continue  the  negotiations  with  dignity. 
The  British  Empire  did  not  feel  the  necessity  for  such  a  guaranty. 
The  French  also  objected  to  a  guaranty  which  might  expire  at  the 
end  of  ten  years. 

»L«  Temps,  August  22,  1922,  p.  1. 
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Position  Respecting  the  Rhineland 

Two  other  phases  of  French  security  have  played  a  part  in  the 
period  since  the  treaties  came  into  force.  These  are  the  question 
of  the  duration  of  the  occupation  of  the  left  bank  of  the  Rhine 
and  the  effort  to  erect  an  independent  Rhineland  state. 

The  first  point  has  been  much  discussed  in  the  so-called  Supreme 
Council.  At  Paris  the  part  of  the  treaty  of  Versailles  providing 
for  the  occupation  of  the  left  bank  of  the  Rhine  was  the  subject 
of  considerable  compromise.  There  are  three  zones,  the  evacua- 
tion of  which  is  dependent  upon  "the  conditions  of  the  present 
treaty  being  faithfully  carried  out  by  Germany."  In  the  Cologne 
sector  are  the  Belgians,  to  be  retired  in  five  years.  The  Coblenz 
sector,  now  held  by  the  British,  is  to  be  evacuated  in  ten  years. 
The  Mainz  sector,  held  by  the  French,  is  to  be  evacuated  in 
fifteen  years.  A  highly  technical  controversy  continues  in  France 
as  to  when  these  periods  shall  begin,  it  being  obvious  that  if  the 
date  is  not,  as  would  normally  be  supposed,  January  10,  1920,  the 
day  the  treaty  of  Versailles  entered  into  force,  the  dates  of  evacua- 
tion would  not  be  1925,  1930  and  1935  respectively. 

On  May  22,  1919,  General  Mangin,  commanding  general  of  the 
French  army  at  Mainz,  sent  a  colonel  of  his  staff  to  General 
Liggett's  headquarters  at  Coblenz  to  inquire  what  the  American 
attitude  would  be  toward  a  pohtical  revolution  on  the  west  bank  of 
the  Rhine  for  the  establishment  of  an  independent  Rhmeland 
republic  free  from  Germany.  The  staff  officer  stated  that  fifty 
French  deputies  were  ready  to  be  sent  into  the  American  sector 
to  assist  in  starting  the  revolution.^  The  proposition  referred  to 
revolved  around  Hans  Dorten  of  Wiesbaden.  M.  Clemenceau 
conducted  an  investigation  and  wrote  a  letter  to  General  Mangm, 
of  which  Baker  says : 

In  this  letter  there  was  no  serious  censure  of  General  Mangin,  much 

less  any  repudiation  of  the  project  Indeed,  no  secrecy  was  made  of 

the  concurrence  of  the  Government  in  Mangin's  sympathy  with  the  move- 
ment for  revolt. 

Early  in  1923  Josef  Smeets,  the  Bavarian  separatist  leader, 

iRay  Stannard  Baker,  Woodrow  Wilson  and  World  Settlement,  II,  87    The  state- 
ment is  substantially  verbatim  from  General  Pershing's  report  to  the  President. 
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testified  in  court  that  he  had  been  recei\-ing  money  from  French 
sources  in  connection  with  that  campaign. 

A  report  dated  April  16,  1923,  addressed  by  the  high  commis- 
sioner of  the  French  RepubUc  in  the  Rhine  pro\-inces,  Paul  Tirard, 
to  the  Secretariat-General,  Paris,  reviewed  the  relations  of  the 
French  authorities  in  occupied  Germany  with  Dr.  Dorten.  After 
explaining  the  diflSculties  of  Dorten's  position  immediately  after 
the  1919  incident,  the  salient  points  in  the  report  are: 

'VMiile  maintaining  impertnrbably  its  point  of  view  amid  the  whirl- 
pool of  "alliance  politics"  the  French  high  commissariat  did  everj-thing 
it  could  do  without  bringing  itself  to  grief  to  preserve  for  Dr.  Dorten  the 
possibiUty  of  action  within  certain  hmits.  .  .  .  Thanks  to  this  support, 
in  short,  Dorten  was  able  to  get  his  adherents  together,  maintain  their 
enthusiasm,  increase  his  propaganda  and  establish  journals. 

In  the  middle  of  1922  after  a  grave  crisis,  of  which  I  duly  told  you,  he 
wished  to  reorganize  his  party.  He  remained  faithful  to  the  program 
which  he  had  gradually  elaborated  for  the  creation  of  an  autonomous 
federal  state  within  the  Reich;  but  this,  as  he  told  me  repeatedly,  was 
merely  designed  to  calm  the  uneasiness  of  the  majority  of  his  followers, 
who,  being  anti-Prussian  but  German,  were  apprehensive  of  a  disguised 
French  annexation.  In  Dr.  Dorten's  mind  such  creation  could  not  last 
and  would  soon  be  replaced  by  an  independent  state,  with  leanings  toward 
France. 

At  the  end  of  February,  1923,  the  high  commissariat  reproached  Dr. 
Dorten  with  three  grave  matters:  firstly,  that  the  Rhenish  leader  did 
nothing  to  develop  the  separatist  movement,  knowingly  exaggerated  its 
importance  and  responded  to  the  French  effort  in  the  Ruhr  by  a  complete 
lack  of  activity  in  the  Rhineland;  secondly,  that  he  misused  the  fimds 
mtrusted  to  him;  and,  thirdly,  that  he  provoked  campaigns  in  the  French 
press  which  were  hostile  to  the  high  commissariat. 

This  report  was  made  at  a  time  when  Dr.  Dorten  was  in  Paris. 
It  concluded  by  ad\-ising  negotiations  with  him  as  a  "valued  and 
weighty  counsellor."^ 

The  French  concern  as  to  the  Rhineland  is  mihtary.  The 
general  staff  has  always  laid  stress  upon  the  fact  that  so^  long  as 
Germany  possesses  both  banks  of  the  Rhine,  she  possesses  a  spring- 
board for  launching  an  army  on  to  the  French  plains  to  the  west. 
If  the  boundary  were  at  the  Rhine  by  reason  of  a  buffer  state,  or 
beyond  the  Rhine  eastward,  the  strategic  springboard  would  no 
^Manchester  Guardian  Weekly,  VIII.  515. 
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longer  exist.   Its  continuance  bears  directly  upon  the  problem  of 
the  potential  security  of  France. 

German  Nonaggression  Pact  Offer 

On  New  Year's  Day,  1923,  the  newspapers  carried  an  extract 
from  a  speech  made  by  Chancellor  Cuno  at  Hamburg  the  previous 
day  to  the  effect  that  France  had  rejected  a  German  offer  intended 
to  prove  to  that  country  "that  we  have  no  belUcose  ideas  and  that 
she  can  evacuate  without  fear  the  left  bank  of  the  Rhine."  It 
was  indicated  in  the  address  that  this  proposal  had  been  made 
through  a  third  power,  which  proved  to  be  the  United  States. 
The  Department  of  State  on  January  2  issued  a  statement  that 
it  had  been  "deemed  inadvisable  to  transmit  the  proposal  to  the 
Governments  named  unless  it  appeared  that  it  would  be  favorably 
considered  by  the  French  Government." 

"On  December  18,"  stated  Premier  Poincare,  at  the  InteraUied 
Conference  on  Reparation  and  Interallied  Debts,  called  at  the 
Quai  d'Orsay,  January  2-4,  1923,  "IVIr.  Hughes  had  acquainted 
the  French  ambassador  that  the  German  ambassador  had  told 
him  that  he  was  in  a  position  to  propose  the  conclusion  of  [the 
agreement  referred  to].  INIr.  Hughes  had  added  that  if  M.  Jus- 
serand,  after  transmitting  this  commimication  to  M.  Poincare, 
received  from  Paris  an  encouraging  reply,  he  would  ask  Herr  Wied- 
feldt  to  put  his  proposal  in  writing.  M.  Poincare,  to  whom  this 
proposal  had  been  immediately  communicated,  cabled  to  M. 
Jusserand  that  the  proposed  pact  was  undoubtedly  a  maneuver 
on  the  part  of  the  German  Government  on  the  eve  of  the  Pans 
conference." 

In  a  subsequent  conversation  on  December  21,  M.  Jusserand 
had  explained  to  Mr.  Hughes  M.  Poincare's  objections  and  the 
Secretary  of  State  had  read  a  text  in  a  single  sentence  which  the 
German  ambassador  had  just  communicated  to  him.  The  text 
was  to  the  following  effect : 

"The  German,  British,  French  and  Italian  Governments  solemnly 
engage  themselves  toward  one  another  and  promise  the  United  States 
not  to  make  war  among  themselves  for  a  generation  (say  for  thirty  years), 
unless  the  matter  is  decided  by  popular  vote,  which  should  make  war 
virtually  impossible." 
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M.  Poincare  on  receipt  of  this  text  again  characterized  the 
proposal  as  a  "clumsy  maneuver."  The  French  reasons  on  both 
occasions  were: 

If  the  German  Government  wished  to  get  rid  of  all  chance  of  war,  it 
might  be  asked  why  had  it  limited  the  promise  of  peace  to  thirty  years. 

Even  in  less  time  than  thirty  years  German  propaganda  might  un- 
happily develop  such  desire  for  revenge  that  when  the  time  came  the 
popular  vote  in  Germany  might  be  in  favor  of  aggression  against  France. 

The  French  constitution  gave  the  representatives  of  the  nation  full 
powers  over  peace  and  war,  and  this  right  could  not  be  withdrawn  without 
a  revision  of  the  constitution.  Moreover,  the  French  Parliament  would 
never  take  the  Luitiative  in  any  war. 

For  the  German  promise  to  have  any  value  it  would  have  to  be  guar- 
anteed with  positive  engagements  on  the  part  of  Great  Britain  and  the 
United  States,  engagements  supported  by  agreements  assuring  to  France 
within  a  determined  period  an  arranged  military  defensive  co-operation. 
There  was  aheady  in  Art.  10  a  formal  undertaking  of  nonaggression 
which  bound  France.  As  soon  as  Germany  was  admitted  to  the  League 
of  Nations,  she  would  have  the  benefits  and  the  burdens  of  that  article. 
Germany  wanted  to  throw  doubt  on  the  sanctions  which,  sooner  or  later, 
the  aUies  would  be  called  on  to  take  if  she  violated  her  engagements, 
and  which  are  foreseen  by  several  dispositions  of  the  treat of  Versailles 
and  notably  by  paragraph  18  of  Annex  11  of  Part  \TII. 

France  could  not  fall  into  that  net. 

Besides,  Mr.  Hughes  had  not  held  out  the  least  possibUity  of  an  Anglo- 
American  guaranty.  But  even  an  Anglo-American  pact  of  guaranty, 
duly  ratified  by  the  Federal  Senate,  and  assm-Lng  to  France  within  a 
determined  period  an  arranged  military  defensive,  would  not  suffice 
entirely  to  relieve  France  of  anxiety.* 


2.   The  Franco-Polish  Aluance 

The  Republic  of  Poland,  like  the  other  succession  states,  entered 
the  world  without  fixed  boundaries.  Certain  groups  of  national 
patriots  in  the  course  of  the  World  War  set  up  so-called  govern- 
ments, which  were  promptly  recognized  by  the  Principal  Allied 

^Inter-Allied  Conferences  on  Reparations  and  Inter-Allied  Debts,  p.  69-71.  (Great 
Britain,  Parhamentarj-  Papers,  Miscellaneous  No.  3,  1923.  Cmd.  1812.)  Same 
texts  in  French  are  in  Documents  Diplomatiques.  Demande  de  Moratorium  du 
Gouremement  allemand  a  la  Commission  des  Reparations  {lit  Notembre  1922) 
ConfSrence  de  Londres  {9-11  DScembre  1933).  ConfSrence  de  Paris  (3-i  Janvier 
1933),  p.  76-77. 


108 


LEAGUE  OF  NATIONS 


and  Associated  Powers  and  as  promptly  admitted  to  the  Peace 
Conference  at  Paris  as  the  proper  representatives  of  states 
with  limited  interests.  As  the  original  support  of  these  "gov- 
ernments" was  an  element  in  the  successful  political  phase  of  the 
war,  so  their  desires  at  Paris  became  an  element  in  the  settlement 
that  was  intended  to  leave  the  Central  Powers  without  the  ca- 
pacity for  renewing  the  conflict. 

Of  the  succession  states  only  Poland  came  in  for  any  consider- 
able share  of  the  territory  of  the  former  German  Empire.  A 
third  of  the  historic  Poland  had  been  in  Prussia;  but,  worse,  the 
Germans  and  Poles  had  so  intermingled  on  the  borderland  that 
the  problem  of  drawing  a  proper  boundary  was  almost  insoluble. 
Plebiscite  areas  were  left  (AUenstein,  Marienwerder,  Upper 
Silesia);  the  Free  City  of  Danzig  was  cut  out  of  East  Prussia 
to  afford  Poland  access  to  the  sea;  Memel  was  left  in  suspension. 
In  a  word,  very  little  of  the  boundary  of  Poland  toward  Europe 
was  definitely  fixed  when  the  new  republic  was  launched  as  a 
member  of  the  family  of  nations  at  the  Peace  Conference. 

On  the  east  lay  the  turmoil  of  Soviet  Russia  and  the  group  of 

No  state  ever  came  into  the  world  that  knew  so  little  about 
where  its  rightful  place  on  the  map  was. 

The  almost  innumerable  odds  and  ends  of  territorial  adjust- 
ment left  unfixed  by  the  Peace  Conference  devolved  upon  the 
Conference  of  Ambassadors  sitting  at  Paris.  It  soon  became 
apparent  that  the  French  representatives  in  that  continuous 
conference  appreciated  Polish  arguments  very  fully  and  were 
favorable  to  Polish  contentions.  Poland  reciprocated  m  friend- 
ship. .       ,  . 

The  publicists  of  the  two  countries  began  to  examine  tneir 
common  interests,  and  to  find  them  similar,  especially  with  ref- 
erence to  Germany,  lying  territorially  between  them. 

By  1921  there  was  a  notable  cordiahty  between  the  J^rench 
and  Polish  Governments,  due  to  favors  received  and  favors 
anticipated.  On  February  4-6,  1921,  Marshal  Pilsudski  chief 
of  the  Polish  State,  paid  a  ceremonial  visit  to  Pans.  On  the  sec- 
ond day  of  that  visit.  Premier  Briand  took  the  unusual  step  ot 
summoning  to  him  the  ambassadors  of  Great  Britain,  Italy  and 
Japan  and  of  communicating  to  them  the  foUowing  joint  tranco- 
PoUsh  declaration: 
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The  two  Governments  of  France  and  of  Poland,  equally  solicitous  to 
safeguard  their  safety  and  the  peace  of  Europe,  have  recognized,  once 
more,  the  community  of  interests  which  unites  the  two  countries  in 
friendship.  _  . 

They  have  agreed  to  confirm  their  decision  to  co-ordinate  theu-  efforts, 
and,  with  this  object,  to  maintain  close  contact  for  the  defense  of  these 
higher  interests. 

This  constituted  an  entente  cordiale,  formally  notified  to  the 
Principal  Allied  Powers.  It  was  immediately  announced  that  a 
commercial  treaty  guaranteeing  certain  privileges  to  French 
participants  in  the  Galician  petroleum  industry  and  in  the  supply 
of  armaments  to  Poland  was  Hkely  to  result.  It  was  also  fore- 
casted that,  in  addition  to  the  organization  of  the  Polish  army 
by  General  Niessel,  French  administrative  experts  would  be 
generally  employed  in  fitting  out  Poland's  bureaucratic  machine.^ 

Marshal  Pilsudski  returned  direct  to  Warsaw,  his  wish  to  ex- 
tend his  journey  to  London  not  having  been  encouraged  in  that 
capital. 

Exactly  two  weeks  later  the  entente  cordiale  developed  into 
an  alliance.  On  February-  19,  1921,  the  following  pohtical  agree- 
ment was  signed: 

The  Pohsh  Government  and  the  French  Government,  equally  desirous 
to  safeguard,  by  the  maintenance  of  the  treaties  which  have  been  signed 
in  common  or  which  shall  subsequently  be  respectively  recognized  by 
them,  to  safeguard  the  condition  of  peace  in  Europe,  the  security  and  the 
defense  of  their  territory  as  well  as  their  mutual  political  and  economic 
interests,  have  agreed  as  follows: 

1.  In  order  to  co-ordinate  their  pacific  efforts,  the  two  Governments 
engage  to  concert  on  all  questions  of  external  policy  interesting  the  two 
states  and  relative  to  the  regulation  of  international  relations  in  the 
spirit  of  the  treaties  and  in  conformity  with  the  Covenant  of  the  League 
of  Nations. 

2.  Economic  recovery  being  the  primordial  condition  for  the  re-estab- 
lishment of  the  international  order  and  the  peace  of  Europe,  the  two 
Governments  will  come  to  an  understanding  on  this  matter  with  a  view 
to  joint  action  and  mutual  support. 

They  will  make  use  for  developing  their  economic  relations  of  special 
agreements  and  a  commercial  convention  shall  be  concluded  to  this  end. 

3.  If,  contrary  to  the  expectations  and  to  the  sincerely  pacific  inten- 

^London  Timet,  February  7,  1921. 
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tions  of  the  two  contracting  states,  they  or  one  of  them  saw  itself  attacked 
without  provocation  on  their  part,  the  two  Governments  would  act  in 
concert  with  a  view  to  the  defense  of  their  territory  and  to  the  safeguard- 
ing of  their  legitimate  interests,  within  the  limits  specified  in  the  preamble. 

4.  The  two  Governments  engage  to  consult  each  other  before  conclud- 
ing new  agreements  affecting  their  policy  in  Central  and  Eastern  Europe. 

5.  The  present  agreement  will  enter  into  force  only  after  the  signing 
of  the  commercial  agreements  at  present  under  negotiation. 

Pahis,  February  19,  1921. 

A.  Briand. 
E.  Sapieha. 

Phocks-verbal  of  Exchange 

The  undersigned  having  met  to  proceed  with  the  exchange  of  ratifi- 
cations of  the  Chief  of  the  Polish  State  and  of  the  President  of  the  French 
Repubhc  to  the  political  agreement  signed  at  Paris  on  February  19,  1921, 
between  Poland  and  France,  the  instruments  have  been  produced  and 
having,  after  examination,  been  found  to  be  in  good  and  due  form,  the 
exchange  has  been  effected. 

In  faith  whereof,  the  undersigned  duly  authorized  for  this  purpose, 
have  drawn  up  the  present  proces- verbal  to  which  they  have  aflSxed  their 
seals. 

Done  at  Paris  in  duplicate  the  27th  day  of  June,  1922. 

(l.s.)  Maxtrice  Zamotski. 
(l.s.)  Poincaee'. 


The  Franco-Polish  commercial  convention  was  signed  at  Pans 
on  February  6,  1922.  The  treaty  has  some  remarkable  features 
and  proved  to  be  exceptionally  favorable  to  French  commerce. 
Among  its  essential  provisions  are: 

Article  1.  "The  natural  or  manufactured  products,  originat- 
ing or  coming  from  France,  its  colonies,  possessions  or  countries 
under  French  protectorates  shall  be  admitted  on  their  importa- 
tion into  Poland  to  the  benefit  of  the  most  favorable  tariff  which 
the  Polish  Government  grants  or  may  grant  to  any  third  power 
or  to  the  nationals  of  any  third  power. " 

By  Art.  2  certain  articles  are  to  benefit  by  reduced  percentages 
from  the  Polish  tariff.    The  list  comprises  fancy  food-stuffs  and 

iTranslated  from  Dziennik  Ustaw  Rzeczypospolitej  folsUej,  1922,  p.  1116-1117. 
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articles  of  luxury  in  the  main,  along  with  machinerj'  and  other 
standard  articles  of  commerce,  such  as  dry  goods. 

By  Art.  3,  PoHsh  products,  chiefly  meats  and  grains,  "shall 
be  admitted  on  importation  into  France  or  French  possessions 
but  not  the  protectorates  to  the  benefit  of  the  minimum  tariff 
both  as  regards  present  import  duties  and  surtaxes  or  other 
temporary'  increases."  Polish  products  in  another  Hst,  forage, 
metals,  porcelains,  threads,  and  small  machinery-,  shall  benefit 
by  a  reduction  from  the  regular  tariff  in  stated  percentages. 

The  remainder  of  the  convention  is  reciprocal  and  deals  with 
the  usual  commercial  matters. 

The  alliance  involved  an  advance  to  Poland  of  400,000,000 
francs.  The  agreement  to  this  end  was  signed  March  23,  1921, 
but  was  put  into  effect  very'  slowly.  It  was  not  until  December 
9,  1922,  that  the  project  of  law  was  reported  to  the  Chamber,  six 
months  after  the  ratification  of  the  alliance.  The  matter  came 
before  the  Chamber  on  February  15,  1923,  six  weeks  after  the 
French  entrance  into  the  Rulir.  Though  the  project  of  law  regis- 
tered a  vote  of  487  against  62,  it  resulted  in  a  fairly  interesting 
debate.  Fernand  Engerand  raised  doubts  about  the  repayment 
of  the  loan,  saying  that  Poland's  debt  was  already  283,000,000 
dollars  and  in  his  opinion  the  present  share  of  that,  as  well  as 
the  debts  due  from  Rumania  and  Czechoslovakia  were  morally 
irrecoverable.  He  suggested  that  the  present  PoHsh  debt  be 
stricken  off  the  books.  Premier  Poincare  agreed  with  him  respect- 
ing war  debts  and  added  that  "the  day  when  our  creditors  forgive 
us  our  debts  we  will  not  hesitate  to  forego  our  credits  against  our 
alUes."  The  opposition  point  of  view  was  expressed  by  Marius 
Moutet,  a  Sociahst  deputy.  "\Mien  I  hear  tali  of  mutual  aid  in 
case  of  unprovoked  aggression,  I  have  the  right  to  feel  disturbed," 
he  said.  "We  are  opposed  to  this  new  progress  of  armament 
which  puts  Europe  to-day  in  the  same  dangers  as  in  1914."  This 
brought  a  retort  from  Premier  Poincare,  and  the  overwhelming 
vote  in  favor  of  the  loan  was  then  recorded. ^ 


'Lf  Temps,  February  17,  1923,  p.  3. 


m.   THE  LITTLE  ENTENTE 


1.    Origin  and  Purpose 

The  official  account  of  the  origin  of  the  Little  Entente  is  found 
in  the  introduction  to  tlie  Czechoslovak  White  Book  on  the  Little 
Entente : 

"The  foundation  for  the  poUtical  understanding  between  the 
South  Slavs  and  the  peoples  of  Rumania  and  Czechoslovakia 
was  laid  in  the  period  before  the  war.  In  those  days  hundreds  of 
thousands  belonging  to  those  races  were  groaning  under  the  yoke 
of  the  German  and  Magj^ar  minority  in  Austria.  On  this  account 
it  was  inevitable  that  they  should  have  a  common  national  and 
political  goal,  as  well  as  a  common  national  and  pohtical  program. 

"The  close  community  of  their  vital  interests  was  fully  revealed 
during  the  World  W^ar.  The  South  Slavs,  the  Rumanians  and  the 
Czechoslovaks  rode  against  Austria-Hungary  and  fought  together 
on  the  side  of  the  allies,  with  the  object  of  attaining  complete 
freedom  from  the  Austro-Hungarian  yoke  and  with  the  aim 
either  of  being  reunited  ^dth  the  peoples  to  whom  they  were  racially 
related  or  of  being  recognized  as  independent  national  entitles. 
This  common  aim  was  particularly  exemplified  during  the  struggle 
in  the  Dobrudja,  where  South  Slav  and  Czech  volunteers  fought 
on  the  side  of  the  Rumanian  army. 

"Moreover,  the  leaders  of  the  South  Slav,  Rumanian  and 
Czechoslovak  cause  abroad  were  in  complete  understanding  with 
the  principal  agents  of  the  Serbian  and  Rumanian  Governments. 
Complete  emancipation  of  the  small  nations  of  Central  Europe 
was  the  purpose  of  the  movement  and  the  goal  toward  which  their 
combined  efforts  were  directed.  This  principle  had  often  been 
propounded  in  theory  and  had  been  most  clearly  set  forth  in  writ- 
ing  by  the  first  President  of  the  Czechoslovak  National  Council 
abroad.  Professor  Masaryk.  More  than  once  there  were  inter- 
national manifestations  in  favor  of  this  principle,  not  only  at 
home  (such  as  the  one  in  Prague  in  1918),  but  also  in  other  coun- 
tries (for  example,  at  the  congress  of  subject  races  at  Kiev  in  1917 
and  at  Rome  and  Washington  in  1918). 

"The  early  struggles  together  were  not  in  vain,  for  the  common 
aim  was  reaUzed,— all  portions  of  these  races  being  united,  and 
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the  national  states  of  the  Serb-Croat-Slovene  State,  Rumania  and 
Czechoslovakia  being  established. 

"It  was  inevitable  that  they  should  continue  to  work  together, 
not  only  when  the  boundaries  and  the  responsibihties  of  the  new 
states  were  being  discussed  at  the  Peace  Conference,  but  later  as 
well.  It  was  essential  to  demonstrate  the  vitality  of  the  new 
Central  European  system  set  up  by  the  peace  treaties;  it  was 
necessary  to  strengthen  this  system,  above  all  by  economic 
co-operation;  it  was  finally  most  urgent  that  it  be  so  strongly 
established  as  to  become  a  firm  foundation  for  peace  in  Europe. 

"These  aims  were  threatened  by  two  things — first,  by  the  Magj-ar 
theory  of  the  integrity  of  Hungary;  second,  by  the  attempts  of 
the  Hapsburgs  to  regain  their  throne.  The  need  of  offsetting 
these  opposing  elements  led  the  Serb-Croat-Slovene  State,  the 
Kingdom  of  Rumania,  and  the  Repubhc  of  Czechoslovakia  to 
unite  even  more  closely  and  these  closer  relations  were  given 
formal  expression  in  the  defensive  alliances  formed  by  them." 

^^'hen  the  Hungarians  proclaimed  the  treaty  of  Trianon  the 
treaty  of  peace,  in  their  official  gazette,  they  put  black  borders 
around  every  page  of  it,  ordered  the  flags  at  half  staff,  and  by  way 
of  treaty  maps  pubhshed  a  dismembered  picture  of  prewar  Hun- 
gary headed  by  the  slogan  "Xem,  nem,  soha"  (No,  no,  never). 
Then  they  put  the  plates  of  that  map  on  the  presses  and  ran  off 
copies  for  everj-  school  in  the  countrj-.  Twice  a  day  the  children 
stand  at  salute  before  that  map  and  recite  a  credo,  which  begins 
with  "I  beheve  in  the  justice  of  God"  and  ends  with  "I  beUeve 
in  the  resurrection  of  Hungary." 

The  "resurrection"  of  Hungary  would  mean  that  Czecho- 
slovakia would  lose  its  eastern  extension;  that  Rumania  would 
lose  Transylvania;  and  that  the  Serb-Croat-Slovene  State  would 
lose  a  good  deal  after  the  first  hyphen.  Hungarj'  is  royalist; 
its  ruler  since  a  temporary  indulgence  in  Bolshevism  has  been 
a  "regent"  and  the  Government  designates  itself  as  "royal." 
Royalty  requires  a  dynasty,  and  the  last  dynasty  in  Hungary 
was  that  of  the  Hapsburgs.  The  late  Emperor-King  Charles 
of  Austria-Hungarj'  was  also  the  hereditary  ruler  of  all  of  Czecho- 
slovakia and  of  whatever  territory  that,  formerly  belonging  to 
the  Austro-Hungarian  Monarchy,  became  either  Rumanian  or 
Serb-Croat-Slovene  by  the  peace  treaties. 
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Objectively  the  situation  in  1920,  when  the  treaties  of  peace 
came  into  force,  was  that  any  effort  to  reconnect  the  old  parts 
of  the  old  Austro-Hungarian  Monarchy  would  have  meant  the 
dismemberment  of  Czechoslovakia,  Rumania  and  the  Serb-Croat- 
Slovene  State  as  then  constituted.  The  transferred  populations 
had  been  notoriously  unhappy  under  the  old  regime;  and  at  that 
time  they  had  not  been  long  enough  under  a  new  regime  to  know 
whether  it  would  really  make  for  happiness.  Also,  it  was  a  fore- 
gone conclusion  that  any  Hapsburg  who  got  seated  on  a  throne 
would  immediately  use  it  as  coign  of  vantage  from  which  to  at- 
tempt the  reconstruction  of  what  used  to  be.  Under  these  con- 
ditions the  Little  Entente  took  form. 

The  admission  of  Hungary  to  the  League  of  Nations  by  vote 
of  the  Assembly  on  September  18,  1922,  fundamentally  changed 
the  Budapest  Government's  relation  to  the  Little  Entente.  The 
members  of  that  group  were  the  only  ones  that  raised  any  question 
respecting  the  advisabiUty  of  favorable  action  upon  the  Hun- 
garian apphcation.  In  committee  they  had  raised  that  point 
and  had  received  a  formal  declaration  from  Hungary  of  her 
smcere  intention  to  fulfill  "all  her  international  obhgations  in 
accordance  with  treaties  or  acts  subsequent  to  their  signature," 
a  declaration  specifically  includmg  engagements  respecting  the 
Hapsburg  dynasty.  The  Little  Entente  states  voted  for  the 
admission.  Their  action  had  the  effect  of  recording  them  as 
of  the  belief  that  Hungary  would  not  provide  the  casus  foederis 
of  the  aUiances.  The  Little  Entente  therefore  is  now  to  be  re- 
garded as  a  concert  with  respect  to  general  policy  rather  than  a 
military  alliance. 

2.  Czechoslovak-Jugoslav  Alll^nce 
Edouard  Benesh,  the  foreign  minister  of  Czechoslovakia  since 
its  estabUshment  as  a  state,  may  be  regarded  as  the  father  of  the 
Little  Entente.  It  was  he  who  first  conceived  the  necessity  of 
the  succession  states  co-operating  closely  not  only  to  maintam 
their  position  as  created  by  the  treaties  of  peace,  but  in  pohtical, 
social  and  economic  fields  as  well. 

The  exact  circumstances  of  the  preUminarj'  negotiations  are 
of  historical  interest  only;  but  once  they  had  begun  a  number  of 
problems  arose.    ^Yhat'was  to  be  the  essential  formula  of  the 
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treaty?  A  defensive  alliance  against  Hungary  was  decided  upon, 
apparently  a  flareback  to  a  system  in  bad  odor.  Moreover,  both 
Czechoslovakia  and  the  Serb-Croat-Slovene  State,  between  which 
negotiations  were  proceeding,  were  members  of  the  League  of 
Nations.  Bv  Art.  20  of  the  Covenant  they  "solemnly  under- 
take that  they  will  not  hereafter  enter  into  any  engagements 
inconsistent  with  the  terms  thereof."  On  the  other  hand,  the 
Covenant  itself  clearly  provided  that  aggression  should  not  take 
place  under  any  circumstances.  The  treaty  was  negotiated 
with  these  pledges  in  view.  To  be  doubly  sure,  the  text  was 
submitted  to  the  League  of  Nations  immediately  after  signing, 
instead  of  after  ratification,  as  is  customary  in  cases  of  registra- 
tion. League  opinion  was  to  the  effect  that  nothing  in  the  Cove- 
nant prevented  member  states  from  making  arrangements  to 
insure  peace;  but  that,  in  general,  the  pledges  taken  in  the  Cove- 
nant should  be  regarded  as  essential  and  should  not  be  overlooked. 
However,  an  arrangement  to  resist  an  attack  by  a  state  not  a 
member  of  the  League,  and  consequently  not  bound  by  the  terms 
of  the  Covenant,  was  to  be  regarded  as  complementary  to 
it,  provided  the  Covenant's  provision  for  investigation,  report, 
arbitration  or  judicial  decision  were  practiced  in  advance  of  its 
operation. 

The  first  treaty  of  the  Little  Entente  was  signed  on  behaK 
of  Czechoslovakia  and  the  Serb-Croat-Slovene  State  at  Belgrade 
on  August  14,  1920.  Technically  it  is  a  defensive  alliance  for 
two  years.  In  terms  it  has  a  directness  superior  to  any  docu- 
ment of  the  same  character  negotiated  in  the  last  century.  The 
actual  experience  under  it  was  satisfactory'.    Its  full  text  follows^: 

Convention  of  Aluance  between  the  Kingdom  of  the  Serbs, 
Croats  and  Slovenes  and  the  Czechoslovak  Republic,  Signed 
AT  Belgrade,  August  14,  1920. 

Firmly  resolved  to  maintain  the  peace  obtained  by  so  many  sacrifices, 
and  provided  for  by  the  Covenant  of  the  League  of  Nations,  as  well  as 
the  situation  created  by  the  treaty  concluded  at  Trianon  on  June  4, 
1920,  between  the  AUied  and  Associated  Powers  on  the  one  hand  and 
Hungary  on  the  other,  the  President  of  the  Czechoslovak  Republic  and 

'League  of  Nations,  Treaty  Series,  VI,  209.  The  convention  was  registered 
with  the  League  Secretariat  on  August  30,  1921.  The  ratifications  were  exchanged 
at  Belgrade  on  February  10,  1921. 
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His  Majesty  the  King  of  the  Serbs,  Croats  and  Slovenes  have  agreed  to 
conclude  a  defensive  Convention. 

For  tliis  purpose,  they  have  nominated  as  their  Plenipotentiary  Dele- 
gates : 

For  the  President  of  the  Czechoslovak  Republic: 

M.  Edouard  Benes,  the  Minister  for  Foreign  Affairs; 
For  his  Majesty  the  King  of  the  Serbs,  Croats  and  Slovenes: 

M.  Momtchilo  Ninchich,  Doctor  of  Law,  Minister  of  Commerce  and 
Industry,  and  acting  Minister  for  Foreign  Affairs, 

who,  having  exchanged  their  full  powers  and  found  them  to  be  in  good  and 
due  form,  have  agreed  as  follows: 

Article  1.  In  case  of  an  unprovoked  attack  on  the  part  of  Hungary 
against  one  of  the  High  Contracting  Parties,  the  other  Party  agrees  to 
assist  in  the  defense  of  the  Party  attacked,  m  the  manner  laid  down  by 
the  arrangement  provided  for  in  Art.  2  of  the  present  Convention. 

Art.  2.  The  competent  technical  authorities  of  the  Czechoslovak 
Republic  and  the  Kingdom  of  the  Serbs,  Croats  and  Slovenes  shall  decide, 
by  mutual  agreement,  upon  the  provisions  necessary  for  the  execution  of 
the  present  Convention. 

Art.  3.  Neither  of  the  High  Contracting  Parties  shall  conclude  an 
alliance  with  a  third  power  without  preliminary  notice  to  the  other. 

Art.  4.  The  present  Convention  shall  be  vahd  for  two  years  from 
the  date  of  the  exchange  of  ratifications.  On  the  expiration  of  this  period, 
each  of  the  Contractmg  Parties  shall  have  the  option  of  denouncmg  the 
present  Convention.  It  shall,  however,  remain  m  force  for  six  months 
after  the  date  of  denunciation. 

Art.  5.  The  present  Convention  shall  be  communicated  to  the 
League  of  Nations  (Covenant  of  the  League  of  Nations). 

Art.  6.  The  present  Convention  shall  be  ratified,  and  the  ratifi- 
cations shall  be  exchanged  at  Belgrade,  as  soon  as  possible. 

In  witness  whereof,  the  Plenipotentiaries  named  have  signed  and  have 
afl^ed  their  seals  thereto. 

Done  at  Belgrade,  in  duplicate,  August  14,  1920. 

(Signed)    Mom.  Ninchich.  (Signed)    Dr.  Edouard  Benes. 

The  alliance  was  supplemented  by  a  military  convention  signed 
at  Prague  on  August  14,  1921,  tw^o  weeks  before  the  registration 
of  the  main  convention  with  the  League  of  Nations.  The  text 
of  this  is  not  available— military  conventions  have  to  be  secret 
to  be  useful,  for  to  publish  their  terms  is  simply  to  tell  the  prospec- 
tive enemy  what  he  must  resist  to  win.  But  a  competent  summary 
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describes  it  as  giving  "a  concrete  and  final  form  to  the  agreement 
of  the  two  states  respecting  the  technical  measures  which  must 
insure  the  execution  of  the  alliance.  This  convention  puts  at  the 
disposal  of  the  two  states  forces  sufficient  for  their  security.  A 
plan  of  common  campaign  and  a  unified  command  are  to  be 
prepared  in  prospect  of  any  eventuality.  Moreover,  since  every 
conflict  by  armed  forces  requires  mutual  economic  support  between 
allies,  the  militarj'  convention  provides  for  preparing  the  ground 
for  an  intensive  economic  collaboration  in  time  of  peace. 

The  two  Governments  participated,  along  viitb.  others  of  the 
succession  states,  in  a  conference  at  Marienbad  in  August,  192^, 
at  which  some  comparison  of  notes  was  made  with  a  view  to  co-or- 
dinating their  policy  with  respect  to  Austrian  reconstruction,  the 
matter  of  Hungarj''s  apphcation  to  the  Third  Assembly  of  the 
League  of  Nations  and  other  questions  of  the  moment.  In  the 
course  of  that  meeting  the  Governments  renewed  their  1920 
convention  by  a  convention  extending  its  duration.  The  con- 
vention of  Marienbad  was  negotiated  on  broader  terms  than  its 
predecessor  and  more  definitely  emphasizes  co-operation  between 
the  Czechoslovak  and  Serb-Croat-Slovene  Governments.  Its 
text  follows': 

The  Governments  of  the  Czechoslovak  Republic  and  the  Kingdom  of 
the  Serbs,  Croats  and  Slovenes,  desirous  of  prolonging  the  agreement 
concluded  between  them  on  August  14,  1920,  and  of  completing  it  by 
new  provisions  having  as  their  object: 

(a)  the  strengthening  and  maintenance  of  peace, 

(6)  the  consohdation  and  extension  of  the  pohtical  and  economic  bonds 
between  the  two  states, 

have  accepted,  in  common  agreement,  the  articles  which  follow: 
To  these  ends,  they  have  appointed  as  plenipotentiaries: 

By  the  President  of  the  Czechoslovak  Republic,  His  Excellency  Dr. 
Edouard  Benesh,  President  of  the  Council  of  Mmisters  and  Minister  for 
Foreign  Affairs; 

By  His  Majesty  the  Kmg  of  the  Serbs,  Croats  and  Slovenes,  His 
ExceUency,  Mr.  Nik  P.  Pachitch,  President  of  the  Council  of  Mhiisters. 

who,  after  havmg  exchanged  their  fuU  powers,  found  m  good  and  due 
form,  have  agreed: 

*Le  Temps,  August  15,  1921. 

Translated  from  L'Ewope  nouvelle.  May  5,  1923,  p.  570. 
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Article  1.  The  agreement  concluded  between  the  Czechoslovak  Re- 
pubUc  and  the  Kingdom  of  the  Serbs,  Croats  and  Slovenes,  on  August  14, 
1920,  at  Belgrade,  is  prolonged  for  the  same  duration  as  the  present 
convention. 

Art.  2.  The  high  contracting  parties  take  note  on  the  one  hand  of  the 
political  and  military  treaties  and  agreements  concluded  by  the  Czecho- 
slovak Republic  with  Rumania,  Austria  and  Poland,  and  on  the  other 
hand,  of  similar  agreements  concluded  by  the  Kingdom  of  the  Serbs, 
Croats  and  Slovenes  with  Rumania  and  Italy. 

Art.  3.  The  high  contracting  parties  will  endeavor  to  establish  all 
their  economic  and  financial  relations  and  those  relating  to  means  of 
transportation  upon  a  firm  foundation,  and  to  this  end  mutually  assure 
each  other  the  closest  collaboration;  for  this  purpose  they  conclude 
special  arrangements,  particularly  a  treaty  of  commerce  in  accordance 
with  this  object. 

Art.  4.  The  two  high  contracting  parties  engage  to  lend  each  other 
political  and  diplomatic  support  in  their  international  relations.  In  the 
event  that  they  believe  their  common  interests  are  menaced,  they  engage 
to  concert  the  measures  proper  to  safeguard  them. 

Art.  5.  The  competent  authorities  of  the  Czechoslovak  Republic 
and  of  the  Kingdom  of  the  Serbs,  Croats  and  Slovenes  will  come  to  an 
understanding  with  a  view  to  taking  all  the  measures  necessary  for  the 
application  of  the  present  convention. 

Art.  6.  The  present  convention  shall  remain  in  force  five  years  from 
the  date  of  the  exchange  of  the  instruments  of  ratification. 

At  the  expiration  of  this  five  years,  each  of  the  high  contracting  parties 
will  be  at  hberty  to  denounce  the  present  convention,  six  months'  previous 
notice  being  given  to  the  other  party. 

Art.  7.  The  present  convention  shall  be  ratified  and  the  instruments 
of  ratification  exchanged  as  soon  as  possible  at  Belgrade. 

Art.  8.  The  present  convention  shall  be  communicated  to  the  League 
of  Nations. 

In  faith  whereof  the  two  plenipotentiaries  have  signed  the  present 
convention  and  have  affixed  their  seals  thereto. 

Done  in  duplicate  at  Marianske  Lazne  on  August  31,  1922. 

(Signed)  Edouard  Benesh. 
(Signed)    Nik  P.  Pachitch. 

The  two  states  signed  a  treaty  with  regard  to  the  provisional 
settlement  of  commercial  relations  at  Prague  on  October  18,  1920, 
the  exchange  of  ratifications  of  which  did  not  take  place  until 
April  5,  1923.  It  was  registered  with  the  League  of  Nations 
Secretariat  on  May  19,  1923,  No.  424. 
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3.    Rttmania  and  Czechoslovakia 

Rumania  on  the  east  side  of  Europe,  allied  vrith.  the  Central 
Powers  as  a  silent  partner  in  the  Triple  AlUance  since  October  30, 
1883,  had  eventually  declared  war  against  them  on  August  27, 
1916,  and  had  had  imposed  upon  her  the  peace  of  Bukharest  of 
May  7,  1918.  As  one  of  the  Alhed  and  Associated  Powers  she  was 
a  great  beneficiary  of  the  armistices,  which  canceled  that  treaty, 
while  from  the  settlement  with  Hungary-  she  gained  the  rich 
territorj-  of  Transylvania.  About  the  same  time  Rumanian 
troops  swept  over  Hungary  up  to  Budapest  and  carried  away 
rolling  stock,  goods,  objects  of  art,  valuables  of  all  kinds,  despite 
the  firm  and  solemn  orders  of  the  Principal  AUied  and  Associated 
Powers  to  the  contrary- .  As  a  result  the  latter  made  provision 
in  the  Hungarian  peace  treaty  for  crediting  Hungarj-  on  repara- 
tion accoxmt  with  values  stiU  undetermined  but  claimed  by  the 
Hungarians  to  be  more  than  81,000,000,000.  Also  about  that 
time  Rumania  absorbed  the  Russian  province  of  Bessarabia, 
which  had  been  awarded  to  Russia  at  the  expense  of  Turkey  in 
1878. 

Rumanian  territory-  having  doubled  under  these  kaleidoscopic 
circumstances,  her  statesmen  felt  the  need  of  consolidating  the 
new  position.  Just  after  the  Governments  of  Prague  and  Belgrade 
signed  their  alliance,  Rumania  agreed  oraUy  to  it,  but  refrained 
from  signing  it  because  she  insisted  upon  bringing  Poland  and 
Greece  also  into  the  alliance.  A  Rumanian  statesman  speaking 
on  November  18,  1920,  put  the  situation  this  way: 

To  Rumania,  Hungarj-  is  no  more  a  great  danger.  Rumania  can  be 
threatened  in  the  futm-e  only  from  the  east;  in  this  case  the  only  country 
which  could  form  one  front  with  her  would  be  Poland.  On  the  other  hand, 
Rumania's  interests  require  that  the  Dardanelles  be  opened  for  Rumanian 
vessels;  hence  the  necessity  of  an  understanding  with  Greece.  Certainly 
Rumania  is  extending  in  exchange  to  both  of  these  countries  a  protection 
equal  to  their  services. 

We  are  insisting  on  forming  this  Central  European  alliance,  extending 
from  the  Baltic  to  the  Black  Sea  and  to  the  Mediterranean  on  the  one 
hand,  in  order  to  stop  the  sweeping  westward  of  the  Russian  anarchy, 
and  on  the  other  hand  in  order  to  estabhsh  order  and  keep  peace  in 
Central  and  Southeastern  Europe  and  to  prevent  in  the  future  the  inter- 
ference of  some  greater  powers  with  these  countries'  interests.  Although 
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the  treaty  is  not  signed  yet,  Rumania  considers  herself  a  member  of  the 
Little  Entente,  and  it  is  certain  that  she  will  sign.  Take  Jonesco,  the 
minister  of  foreign  affairs,  in  all  his  statements  in  Rome,  London,  Paris 
and  Prague,  considered  the  alliance  as  an  accomplished  fact. 

The  Rumanian  policy  was  not  realized  in  the  form  of  a  single 
treaty.  Czechoslovakia,  with  which  the  first  alliance  was  signed, 
declined  to  go  beyond  the  scope  of  its  arrangement  with  the 
Serb-Croat-Slovene  State,  and  the  convention  of  alliance  signed 
at  Bukharest  on  April  23,  1921,  as  a  consequence  took  a  less  ambi- 
tious form^: 

Convention  of  Alliance  between  the  Kingdom  of  Rumanla.  and 
THE  Czechoslovak  Republic,  signed  at  Bukharest,  April  23, 
192L 

Firmly  resolved  to  maintain  the  peace  obtained  by  so  many  sacrifices, 
and  provided  for  by  the  Covenant  of  the  League  of  Nations  as  well  as 
the  situation  created  by  the  treaty  concluded  at  Trianon  on  June  4, 
1920,  between  the  Allied  and  Associated  Powers  on  the  one  hand,  and 
Hungary  on  the  other, 

the  President  of  the  Czechoslovak  Republic  and  His  Majesty  the  King 
of  Rumania,  have  agreed  to  conclude  a  defensive  convention. 

For  tliis  purpose  they  have  nominated  their  Plenipotentiary  Delegates: 

For  the  President  of  the  Czechoslovak  Republic: 

M.  Ferdinand  Veverka,  Envoy  Extraordmary  and  Minister  Plenipo- 
tentiary of  the  Czechoslovak  Republic  at  Bukharest; 
For  His  Majesty  the  King  of  Rumania: 

M.  Take  Jonesco,  his  State  Mmister  for  Foreign  Affairs, 

who,  having  exchanged  their  full  powers  and  found  them  to  be  in  good 
and  due  form,  have  agreed  as  follows: 

Article  1.  In  case  of  an  unprovoked  attack  on  the  part  of  Hungary 
against  one  of  the  High  Contracting  Parties,  the  other  party  agrees  to 
assist  in  the  defense  of  the  party  attacked,  in  the  manner  laid  down  by 
the  arrangement  provided  for  in  Art.  2  of  the  present  Convention. 

Art.  2.  The  competent  technical  authorities  of  the  Czechoslovak 
Republic  and  Rumania  shaU  decide  by  mutual  agreement  and  in  a  military 
convention  to  be  concluded,  upon  the  provisions  necessary  for  the  execu- 
tion of  the  present  Convention. 

■League  of  Nations,  Treaty  Series,  VI,  215.  The  exchange  of  ratifications  took 
place  at  Bukharest  on  May  27.  1921,  and  the  convention  was  registered  with  tne 
League  Secretariat  on  August  30,  1921. 
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Abt.  3.  Neither  of  the  High  Contracting  Parties  shaU  conclude  an 
alliance  with  a  third  power  without  preliminary  notice  to  the  other. 

Abt.  4.  For  the  purpose  of  co-ordinating  their  efforts  to  maintain 
peace,  the  two  Governments  undertake  to  consult  together  on  questions 
of  foreign  policy  concerning  then-  relations  with  Hungary. 

Abt.  5.  The  present  Convention  shall  be  vahd  for  two  years  from  the 
date  of  the  exchange  of  ratification.!  On  the  expiration  of  this  period, 
each  of  the  Contractmg  Parties  shall  have  the  option  of  denouncmg  the 
present  Convention.  It  shall,  however,  remain  in  force  for  six  months 
after  the  date  of  denunciation. 

Abt.  6.  The  present  Convention  shall  be  communicated  to  the  League 
of  Nations  (Covenant  of  the  League  of  Nations). 

Art.  7.  The  present  Convention  shall  be  ratified,  and  the  ratifications 
shall  be  exchanged  at  Bukharest  as  soon  as  possible. 

In  witness  whereof,  the  Plenipotentiaries  named  have  signed  the  present 
Convention  and  have  affixed  their  seals  thereto. 

Done  at  Bukharest  in  duphcate,  April  23,  1921. 

(l.s.)  (Signed)  Dr.  Febdixaxd  Veveek.\. 
(l.s.)       (Signed)    Take  Joxesco. 

A  commiinique  issued  at  Prague  on  May  7  stated: 

With  reference  to  the  fact  that  the  defensive  convention  of  alliance 
concluded  between  the  Kingdom  of  Rumania  and  the  Czechoslovak 
Repubhc  on  April  23,  1921.  will  soon  expire  and  since  this  treaty  is  recog- 
nized as  advantageous  to  the  maintenance  of  peace,  the  two  Governments 
have  decided  to  prolong  it.  FoUovs-ing  appropriate  negotiations  between 
the  Prague  and  Bukharest  cabinets,  the  protocol  prolonging  the  treaty 
for  an  additional  three  years  was  signed  at  noon.  May  7.  1923,  at  the 
Ministry  of  Foreign  Affairs  at  Prague  by  the  respective  plenipotentiaries, 
ilr.  P.  Hiott,  ambassador  extraordinary  and  minister  plenipotentiary  of 
His  Majesty  the  King  of  Rumania  in  Prague,  and  Dr.  Benesh,  the  minister 
for  foreign  affairs  of  the  Czechoslovak  Repubhc' 

A  commercial  convention  between  the  two  states  was  signed 
simultaneously  with  the  convention  on  April  "23,  19il,  the  exchange 
of  ratifications  of  which  took  place  at  Prague  on  March  10,  19^. 
It  was  registered  with  the  League  of  Nations  on  March  28,  1923, 
No.  397. 

'That  is,  until  May  i7,  IdiS. 

*Prager  Presse,  May  8,  1923,  Morgen-Ausgabe. 
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4.    Rumania  and  the  Serb-Croat-Slovene  State 

The  Rumanian  minister  for  foreign  affairs,  Take  Jonesco,  next 
approached  the  Serb-Croat-Slovene  State.  Both  Hungary  and 
Bulgaria  had  lost  more  than  they  liked  to  admit  to  Rumania  and 
Jugoslavia  by  the  peace  treaties.  When  Bukharest  and  Belgrade 
came  to  discuss  their  arrangements,  they  included  Bulgaria  as 
an  object  of  the  treaty.  The  Rumanian- Jugoslav  defensive  con- 
vention corresponds  in  other  respects  with  the  one  signed  by 
Rumania  with  Czechoslovakia.  It  was  concluded  at  Bukharest 
on  July  2,  1921,  and  reads: 

Firmly  resolved  to  maintain  the  peace  won  at  the  cost  of  so  many 
sacrifices  and  the  order  established  by  the  treaty  of  Trianon  concluded 
on  June  4,  1920,  between  the  Allied  and  Associated  Powers  on  the  one 
part  and  Hungary  on  the  other,  as  well  as  the  treaty  concluded  at  Neuilly 
on  November  27  between  the  same  powers  and  Bulgaria,  His  Majesty 
the  King  of  the  Serbs,  Croats  and  Slovenes  and  His  Majesty  the  King  of 
Rumania  are  in  agreement  to  conclude  a  defensive  convention. 

Article  1.  In  case  of  an  unprovoked  attack  by  Hungary  or  Bulgaria 
or  by  these  two  powers  against  one  of  the  contracting  parties,  with  a  view 
to  subverting  the  order  created  by  the  treaty  of  Trianon  or  that  of  Neuilly, 
the  other  party  engages  to  go  to  the  defense  of  the  party  attacked  m  the 
manner  determined  by  Art.  2  of  this  convention. 

Art.  2.  The  competent  technical  authorities  of  the  Kingdom  of  the 
Serbs,  Croats  and  Slovenes  and  of  Rumania  shall  fix  in  common  agree- 
ment within  the  shortest  time,  the  dispositions  necessary  for  the  execution 
of  the  present  convention. 

Art.  3.  Neither  of  the  high  contracting  parties  shall  be  able  to  conclude 
an  alliance  with  a  third  power  without  the  previous  advice  of  the  other. 

Art.  4.  With  a  view  to  associating  their  efforts  for  peace,  the  two 
Governments  pledge  themselves  to  concert  with  each  other  on  the  ques- 
tions of  external  policy  concerning  their  relations  with  Hungary  and 

Bulgaria.  , 

Art.  5.  This  convention  shall  remain  in  force  for  two  years  from  tne 
date  of  the  exchange  of  ratifications.  After  the  expiration  of  this  period 
either  of  the  contracting  parties  may  denounce  this  convention.  It 
shall  then  remain  in  force  six  months  after  denunciation. 

Art.  6.  This  convention  shall  be  communicated  to  the  League  of 
Nations  (Covenant  of  the  League  of  Nations). 

Art.  7.  The  present  convention  shaU  be  ratified  and  the  ratifications 
shall  be  exchanged  as  soon  as  possible. 

Take  Jonesco.      Nikolas  Pachitch. 


IV.   THE  IL\PSBURG  RESTORATION  MO\'EMENT 


The  Hapsburg  restoration  movement  has  already  been  referred 
to  as  a  makeweight  in  the  formation  of  the  Little  Entente.  It  was 
the  chief  reason  why  the  Little  Entente  treaties  took  the  form  of 
alliances  directed  against  Hungary-,  which  had  a  vacant  throne. 
The  possibihty  of  a  Hapsburg  regaining  that  throne  was  perhaps 
never  verj-  great,  but  it  seemed  for  many  months  to  be  a  genuine 
menace  to  the  new  position  of  the  succession  states.  For  two 
years  it  gave  direction  to  the  poUcy  of  those  states.  The  Czecho- 
slovak declaration  of  independence,  for  instance,  had  called  the 
Hapsburgs  a  "degenerate  and  irresponsible  dynasty,"  "a  perpetual 
menace  to  the  peace  of  the  world,  the  fall  and  destruction  of 
which  we  consider  a  duty  toward  humanity  and  ci\'ilization  to 
insure." 

On  November  11,  1918,  the  Emperor  Charles  1^'  renounced  the 
throne  of  Austria,  and  on  November  13  at  Eckartsau  the  Him- 
garian  crown  of  St.  Stephen. 

After  the  Bolshevik  interlude  of  Bela  Kuhn  in  Hungary  during 
the  summer  of  1919,  the  Archduke  .Joseph  of  Hapsburg  came  into 
power  in  August.  Charles  wrote  him  on  August  1-t  from  Switzer- 
land: "I  am  still  king";  and  claimed  his  rights  as  sovereign.  At 
that  time  the  treaty  of  peace  with  Hungarj'  was  scarcely  begun 
and  Hungary  was  still  under  armistice  conditions.  Benesh  of 
Czechoslovakia  sent  a  long  historical  re%-iew  to  the  so-called 
Supreme  Council  calhng  upon  it  to  "prevent  in  Hungarj-  the  return 
to  power  of  a  government  dangerous  to  the  vital  interests"  of  his 
countn,-.  On  August  21  the  Supreme  Council  told  Hungarj'  that 
it  would  not  treat  with  a  government  set  up  under  the  control  of 
a  Hapsburg.  In  Januarj-,  1920,  the  formal  negotiations  for  the 
treaty  of  Trianon  began.  Hapsburg  agitation  continued  in 
Hungary-.  The  Conference  of  Ambassadors  spoke  for  all  the 
\-ictors  in  a  declaration  of  Februan,'  4,  1920,  which  stated: 

The  Principal  Allied  Powers  believe  it  necessary  to  give  a  formal 
denial  to  the  rumors  which  are  current  and  which  are  calculated  to  mis- 
lead public  opinion.  They  are  represented  as  ready  to  recognize  or  to 
favor  the  establishment  of  the  Hapsburg  dynasty  upon  the  throne  of  Hun- 
gary. The  Principal  Allied  Powers  believe  that  the  restoration  of  a  dy- 
nasty which  personifies  in  the  eyes  of  its  subjects  a  system  of  oppression 
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and  domination  of  other  races,  in  alliance  with  Germany,  would  not 
be  compatible  either  with  the  principles  for  which  they  fought  or  with 
the  results  which  they  were  able  to  secure  through  the  war  for  the  libera- 
tion of  peoples  formerly  subservient.  It  is  not  within  their  intention  to 
regard  it  as  the  duty  of  the  Principal  Allied  Powers  to  intervene  in  the 
internal  affairs  of  Hungary  or  to  dictate  to  the  Hungarian  people  the 
form  of  government  or  constitution  which  it  should  adopt  for  itself. 
However,  the  powers  cannot  admit  that  the  restoration  of  the  Hapsburg 
dj-nasty  should  be  regarded  as  a  question  affecting  only  the  Hungarian 
nation.  They  therefore  declare  that  a  restoration  of  this  nature  would 
be  contrary  to  the  very  bases  of  the  peace  settlement  and  would  be 
neither  recognized  nor  tolerated  by  them. 

On  February  5  it  was  proposed  by  Jugoslavia  that  she,  Czecho- 
slovakia, Rumania  and  Austria  make  a  collective  representation 
to  the  so-called  Supreme  Council.  The  declaration  of  the  previous 
day  rendered  this  unnecessary,  but  there  resulted  a  preliminary 
agreement  to  act  later  if  occasion  should  arise. 

1.    Italy  and  the  Serb-Croat-Slovene  State 

Among  the  first  postwar  negotiations  were  those  undertaken 
by  Italy  and  the  Serb-Croat-Slovene  State  primarily  for  the  settle- 
ment of  the  Fiume  problem.  That  long  and  bitter  controversy 
involved  not  only  the  relations  between  the  possessors  of  the 
shores  of  the  Adriatic  Sea,  but  the  general  position  which  they 
would  hold  in  Europe  by  reason  of  outlets  to  the  sea.  The  negotia- 
tions were,  therefore,  keen,  and  their  scope  was  gradually  extended 
until  all  questions  of  common  concern  were  brought  withm  it. 
Finally,  at  Santa  Margherita  on  October  22,  1922,  a  main  conven- 
tion and  twenty-one  supplementary  ones  were  signed  by  the  two 

The  initial  effort,  however,  dealt  only  with  the  pressing  ques- 
tions then  to  the  fore.  The  first  agreement  reached  was  effected 
at  Rapallo  on  November  12,  1920,  and  determined  boundaries. 
In  addition  there  was  signed  on  the  same  day  a  convention  by 
which  the  two  states  pledged  themselves  to  prevent  a  Hapsburg 
restoration.   The  convention  reads^ : 

In  order  to  secure  the  blessings  of  peace,  obtained  at  the  price  of  such 
great  sacrifices  through  victory  over  the  Austro-Hungarian  Monarchy, 

iTranslated  from  Negoziali  direitifra  il  Governo  italiano  e  il  Governo  serho-croaio- 
aloveno  per  la  pace  adrialica,  p.  39. 
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the  Government  of  His  Majesty  the  King  of  Italy  and  the  Government  of 
His  Majesty  the  King  of  the  Serbs,  Croats  and  Slovenes  have  determined 
to  agree  to  the  present  convention  and  to  this  end  have  appointed: 

On  behalf  of  the  Italian  Government,  the  Cavaliere  Giovanni  Giohtti. 
President  of  the  Council  of  Ministers:  Count  Carlo  Sforza.  Minister  of 
Foreign  Affairs;  and  Professor  Ivanoe  Bonomi,  Minister  of  War: 

On  behalf  of  the  Serb-Croat-Slovene  Government,  M.  Milenko  R. 
Vesnich,  President  of  the  Council  of  Ministers;  Dr.  Ante  Trumbich, 
Minister  of  Foreign  Affairs,  and  M.  Costa  Stojano\-ich,  Minister  of  Finance, 
who  have  agreed  as  follows : 

Article  1.  The  two  contracting  Governments  mutually  engage  to 
keep  watch  over  the  strict  execution  of  the  treaties  of  peace  signed  at  Saint 
Germain  and  Trianon.  In  particular,  they  will  adopt  by  common  agree- 
ment all  measures  of  poUcy  calculated  to  prevent  the  restoration  of  the 
House  of  Hapsburg  to  the  throne  of  Austria  and  of  Hungary. 

Art.  2.  The  two  contracting  Governments  engage  to  give  one  another 
such  mutual  diplomatic  support  as  they  shall  deem  to  be  best  adapted  to 
this  end. 

Art.  3.  In  accordance  with  the  spirit  of  the  present  convention,  the 
two  contracting  Governments  engage  at  the  same  time  to  keep  a  watch 
upon  all  activities  directed  against  their  mutual  security,  both  on  Austrian 
and  on  Hungarian  territory,  and  to  maintain  close  touch  with  each  other 
by  means  of  the  exchange  of  information. 

Art.  4.  The  Italian  Government  (which  has  learned  with  satisfaction 
of  the  agreement  established  between  the  Serb-Croat-Slovene  Govern- 
ment and  the  Czechoslovak  Government,  the  aims  of  which  are  exclusively 
those  of  the  present  convention)  and  the  Serb-Croat-Slovene  Government 
will  communicate  the  present  convention  to  the  Czechoslovak  Govern- 
ment. 

If  fresh  agreements  of  the  same  kind  are  concluded,  the  two  Govern- 
ments will  confer  before  putting  them  into  effect. 

Art.  5.  The  present  convention  shall  remain  in  force  for  two  years 
after  the  exchange  of  ratifications.  It  shall  be  renewable  for  the  same 
period  if  it  has  not  been  denounced  six  months  before  its  expiration. 

Art.  6.    The  present  convention  shall  be  ratified  as  soon  as  possible 
and  the  ratification  shall  be  exchanged  at  Rome. 
Rapallo,  November  12,  1920. 

Signed    [l.s.]    Giov.tN-xi  Giolitti. 
"     C.  Sforza. 
"     Ivanoe  Boxomi. 
"     Mil.  R.  Vesxich. 
"     Dr.  AxTE  Trijmbich. 
"     Costa  Stojaxovich. 
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2.    Charles  IV  and  the  Hungarian  Throne 

On  March  27,  1921,  Charles  of  Hapsburg  arrived  at  Szombathely 
in  Hungary  on  an  expedition  having  the  Hungarian  throne  as  its 
objective.  Admiral  Horthy,  the  regent,  was  unfavorable  to  the 
move.  The  representatives  of  Italy,  France  and  Great  Britain 
at  Budapest  made  strong  protests  to  the  Hungarian  Government, 
before  those  of  Czechoslovakia,  Jugoslavia  and  Rumania — then 
in  the  Little  Entente — got  around  to  it.  The  latter  group,  how- 
ever, took  the  occasion  to  act  on  the  principle  they  had  at  heart, 
namely,  that  Central  European  affairs  were  to  be  handled  by  them 
rather  than  by  the  bigger  states. 

By  March  30  Benesh  was  able  to  tell  Rome,  Paris  and  London 
that  "in  agreement  with  the  friendly  states  we  shall  take  all 
measures  to  secure  the  immediate  departure  of  Charles ....  As  to 
means,  there  will  first  be  a  declaration  of  blockade,  and  secondly, 
a  mihtary  demonstration."  The  next  day  the  Conference  of 
Ambassadors  blanketed  this  move  by  another  statement,  and  at 
Budapest  the  representatives  of  the  big  states  secured  a  delay  in 
presenting  the  ultimatum  of  the  Little  Entente,  meanwhile  press- 
ing themselves  for  the  departure  of  Charles  from  Hungarian  ter- 
ritory. This  departure  took  place  on  April  5,  before  the  Little 
Entente  note  had  been  dehvered.  That  group  did  not  Uke  the 
idea  that  the  world  got  as  a  consequence  that  the  big  states  were 
heading  off  the  attempted  coup  d'etat;  nor  did  they  relish  the 
impression  gained  that  France  and  Great  Britain  regarded  them- 
selves as  the  chief  players  in  Central  and  Southeastern  Europe. 

The  Treaty  of  Trianon  establishing  peace  with  Hungary  was 
signed  on  June  4,  1920,  and  came  into  force  on  July  25,  1921. 

On  October  22,  1921,  ex-King  Charles  arrived  at  Oedenburg  on 
his  second  expedition.  The  Little  Entente  this  time  took  the  lead 
in  protest.  The  Czechoslovak  note  to  all  capitals  on  the  same 
day  informed  the  foreign  offices  that 

the  presence  of  the  e.x-king  on  Hungarian  soil  is  a  casus  belli.  We  are 
proceeding  immediately  with  preparations  for  mobilization  and  shall 
not  hesitate  to  take  the  most  energetic  measures,  in  common  accord  with 
the  other  members  of  the  Little  Entente. 

This  energetic  action  ahgned  Italy  with  the  Little  Entente  on 
the  24th,  and  on  the  same  day  brought  a  decision  from  the  Con- 
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ference  of  Ambassadors,  technically  in  charge  of  the  execution  of 
the  treaty  of  Trianon.  The  position  gained  by  the  Little  Entente 
at  that  time  was  indicated  in  the  last  paragraph  of  the  note  com- 
municating the  decision  of  the  conference: 

I  have  the  honor,  in  the  name  of  and  on  behalf  of  the  conference,  to  tell 
vou  that  the  allied  powers  firmly  count  that,  in  a  situation  so  serious,  the 
Czechoslovak  Government  and  the  other  Governments  of  the  Little 
Entente  will  reach  no  decision  and  will  undertake  no  action  before  reach- 
ing an  agreement  with  the  allied  powers  represented  in  the  conference. 

The  Little  Entente  took  the  advice  for  what  it  was  worth  in  the 
direction  of  peace,  disregarding  its  dictatorial  quahty.  The  small 
states  were  not  anxious  for  mihtary  adventure,  and  the  attitude  of 
Hungarj'  was  reassuring  to  them.  Horthy  interned  Charles  in 
the  convent  of  Tihany  and  began  negotiations  with  the  big  states 
to  turn  him  over  to  them  for  his  final  exile  in  the  Azores. 

Benesh  and  his  colleagues  were  not  willing  to  let  those  states,  the 
"powers,"  settle  a  Central  European  affair  at  their  own  election. 
The  time  and  circumstances  were  not  suitable  for  telling  them  to 
keep  hands  off,  but  it  was  quite  possible  to  reduce  them  to  agents 
of  the  principles.  It  was  set  out  to  keep  the  "great  aUied  powers" 
in  their  proper  place. 

On  October  26  Benesh  wrote  to  Paris,  London  and  Rome: 

We  insist  that  the  Entente  admit  our  fundamental  point  of  view, 
namely,  that  the  simple  elimination  of  the  ex-emperor  and  eventually 
of  his  son  cannot  be  regarded  as  the  final  solution.  ...  It  is  desirable 
that  we  should  collaborate  in  the  disarmament  of  Hungary,  that  the  states 
of  the  Little  Entente  should  be  systematically  informed  of  the  progress 
of  disarmament. 

A  subcommission  appointed  by  them  was  proposed  to  act  as  an 
auxiUarj-  to  the  alHed  commission  provided  in  the  treaty  of 
Trianon.  And  then  follows  a  neat  diplomatic  notice:  "We  do 
not  intend  to  affect  the  prestige  of  the  Big  Entente  or  to  disregard 
its  rights."  \Miich  is  the  discreet  way  of  saying:  "We  do  not 
intend  to  see  the  prestige  of  the  Little  Entente  affected  or  to  see 
its  rights  disregarded." 

The  precise  demands  of  the  Little  Entente  were  for  the  total 
eUmination  of  the  Hapsburg  family  from  all  possible  thrones  and 
for  the  repayment  of  mobihzation  expenses.   The  big  states  event- 
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ually  accepted  the  first  demand.  The  second  demand  was  a  dif- 
ferent case.  The  Little  Entente  was  agreed  upon  it,  but  only 
Czechoslovakia  actually  had  such  expenses.  In  the  note  of  the 
Conference  of  Ambassadors  of  November  3,  reporting  its  deci- 
sions, that  body  says  on  this  point: 

After  an  examination  as  careful  as  sympathetic,  it  has  determined,  in 
spite  of  the  new  arguments  you  invoke,  that  it  could  not  find  any  juridic 
basis  for  your  claim.  The  conference,  moreover,  deems  it  necessary  to 
call  your  attention  to  the  fact  that,  even  if  its  juridical  character  were 
established,  the  resulting  credit  would  perforce  take  rank  after  all  those 
contemplated  by  the  peace  treaty  and  intrusted  to  the  Reparation 
Commission. 

The  precedent  for  Czechoslovakia's  claim  of  mobilization 
costs  from  defeated  Hungary,  a  claim  based  on  upholdmg  the  terms 
of  a  treaty  of  peace,  was  the  French  mobilization  prior  to  INIay  1, 
1921,  as  a  preparation  to  force  Germany  to  sign  the  schedule 
of  reparation  payments.  None  of  the  other  allies  at  that  time 
followed  the  French  example.  France  put  in  a  bill  to  the  Repara- 
tion Commission  for  188,000,000  paper  francs,  which  the  commis- 
sion declined  to  pass  for  payment.  On  March  8,  1922,— four 
months  after  the  refusal  of  Czechoslovakia's  bill,— the  commission 
referred  the  question  to  the  allied  finance  ministers,  then  in  con- 
ference. They,  "in  the  name  of  their  Governments  found  that 
Germany  should  reimburse  these  expenses."  On  March  11  m 
an  agreement  upon  reparation  matters  they  made  it  general: 

In  the  event  of  special  military  measures  of  a  precautionary  or  coercive 
character  being  decided  upon  by  the  aUied  powers,  the  resultmg  expenses 
shall  be  claimed  from  Germany. 

The  Little  Entente  would  like  to  know  how  it  happens  that  when 
it  takes  military  measures  of  a  precautionary  character  agamst 
Hungary  there  'is  no  juridical  basis  for  claiming  reimbursement, 
but  that  when  France  does  the  same  against  Germany  there  seems 
to  be  no  difficultv  about  reimbursement.  Such  incidents  ha\'e 
considerably  cooled  any  ardor  the  smaller  states  may  have  had 
for  dependence  upon  the  big  continental  states  in  matters  of  for- 
eign policy. 

The  Hungarian  Government  on  November  3,  1921,  passed  tne 
law  abrogatmg  the  sovereignty  of  Charles  IV  and  canceUng  the 
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Pragmatic  Sanction  regulating  the  rights  of  the  Austrian  dynasty. 
Czechoslovakia  was  not  satisfied  with  this  and  both  Budapest 
and  Paris  were  informed  that  "it  is  not  clear  that  the  Hapsburgs 
could  not  be  elected  by  a  free  balloting  in  which  they  were  passive 
candidates."  This  declaration  should  be  secured.  On  Novem- 
ber 5  the  Conference  of  Ambassadors  made  this  demand.  On 
November  10  Baron  Banffy  for  the  Hungarian  Government 
communicated  a  declaration  which  stated: 

In  order  to  insure  more  effectively  the  intentions  of  the  law  and  to  safe- 
guard the  responsibility  of  the  Government,  Hungary  has  the  intention 
of  making  a  law  which,  in  addition  to  the  penal  provisions  now  in  force, 
will  allow  it  to  combat  effectively  any  attempt  or  any  propaganda  in 
favor  of  the  Hapsburgs  or  of  any  other  person  whose  candidature  would 
not  fall  within  the  terms  of  the  provisions  above  mentioned. 

The  Conference  of  Ambassadors  regarded  this  as  "an  inter- 
national act,  providing  on  that  account  more  positive  guaranties 
than  an  internal  law  of  the  state,  which  would  alwaj's  be  subject 
to  revision."  This  correct  interpretation  was  promptly  accepted 
by  the  Little  Entente,  and  the  Hapsburgs^  may  from  that  date, 
November  15,  be  regarded  only  as  a  part  of  historj'. 


series  of  the  international  engagements  undertaken  by  Hungary  in  connec- 
tion w-ith  the  Hapsburg  dynasty  was  presented  to  the  League  of  Nations  Secre- 
tariat and  registered  on  February  24,  1923,  No.  387. 


V.   THE  RUSSIAN  "SANITARY  CORDON" 

When  the  Bolshevist  Sociahsts  secured  control  of  the  Russian 
machinery  of  government  in  November,  1917,  the  membership 
of  that  country  in  the  alliance  of  September  4,  1914,  which  was  the 
nucleus  of  the  combination  that  defeated  the  central  powers, 
came  to  an  end  de facto.  The  western  powers,  however,  maintained 
a  theory  that  it  still  existed.  In  the  armistices,  they  imposed  upon 
Germany  and  the  other  ex-enemy  states  the  renunciation  of  all 
advantages  secured  by  the  Brest-Litovsk  and  Bukharest  treaties 
and,  in  a  spirit  of  loyalty  to  the  1914  aUiance,  niade  efforts  in  the 
treaties  of  peace  to  reserve  all  Russian  rights  intact. 

The  de  facto  Soviet  Government  of  Russia  was  not  enabled  to 
profit  by  this  reservation.  The  European  powers  aided  ineffec- 
tively various  Russian  leaders,  such  as  Yudenich,  Wrangel  and 
Kolchak  in  attempts  to  estabhsh  a  standard  form  of  government 
in  Russian  territory.  The  resulting  situation  had  certam  novel 
features.  The  Soviets  voluntarily,  even  enthusiastically,  acknowl- 
edged all  the  offshoots  of  the  Russian  Empire,  such  as  Esthonia, 
Latvia  and  Lithuania,  Poland  and  the  Ukraine;  and  began  de- 
termining boundaries  by  means  of  hostilities.  The  secret  oi 
Bolshevist  policy  is  its  nonterritorial  character.  It  disregards 
the  mere  color  of  a  land  on  the  map  and  emphasizes  the  color  ot 
the  mentality  of  the  people  inhabiting  it. 

Soviet  diplomacy  has  been  characterized  by  a  certain  generosity 
in  respect  to  the  customary  matters  on  which  states  set  store  and 
by  an  extreme  hardness  on  matters  connected  with  communist 
theories.  It  has  without  exception  sought  to  commit  those  with 
whom  it  dealt  internationally  to  its  peculiar  econonaic  ideas,  and 
in  doing  so  has  disregarded  the  normal  agencies  of  the  state  in 
an  effort  to  reach  the  individual's  mind.  Those  countries  which 
have  been  able  to  protect  themselves  from  the  ulterior  purposes  of 
the  Soviets  have  been  able  to  get  very  good  political  bargains  in 
agreements  with  them.  , 
The  Soviet  activities,  direct  or  indirect,  have  resulted  m  several 
alignments  since  the  World  War,  in  addition  to  the  treaties  of  peace 
with  Russia  negotiated  by  the  boundary  states. 
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1.    The  PoLisH-RriLiNLix  Alll^xce 

Most  important  among  the  alignments  enjoined  by  the  existence 
of  the  So\-iet  Government  is  the  PoUsh-Rumanian  alliance,  which 
has  a  certain  connection  with  the  Franco-PoUsh  alUance.  Poland 
was  approached  by  Rumania  in  1920  to  make  an  alliance  in  view 
of  their  common  position  on  the  Russian  border.  The  Rumanian 
conception  was  broader  than  that,  a  series  of  aUies  from  the  Baltic 
to  the  Balkans,  plus  Czechoslovakia  and  the  Serb-Croat-Slovene 
State.  Czechoslovakia  was  un^-ilhng  to  be  a  link  in  this  chain 
and  Jugosla%-ia  was  reluctant  to  join  it.  Poland  and  Rumania, 
however,  found  common  interests  numerous  and  Rumania  lent 
considerable  moral  support  to  Poland  during  the  negotiation  of  the 
latter's  treaty  of  peace  with  the  Soviets.  Poland  regarded  close 
relations  with  France  as  paramount,  and  an  alHance  in  that  quar- 
ter was  effected  in  Februan,-,  1921.  The  Polish-Rumanian  ne- 
gotiations then  speedily  came  to  a  conclusion  and  on  March  3, 
1921,  the  following  convention  was  signed^: 

COXTEXTIOX  FOR  A  DeFEXSFTE  At.TJ  AXCE  BETWZEX  THE  PoLISH  REPUBLIC 

ASD  THE  Kingdom  of  Rcilvnta,  signed  at  Bukh-^rest,  iLuicH  3,  19-21 

Being  firmly  resolved  to  safeguard  a  peace  which  was  gained  at  the  price 
of  so  many  sacrifices,  the  Chief  of  State  of  the  Polish  Repubhc  and  His 
Majesty  the  King  of  Rumania  have  agreed  to  conclude  a  Convention  for  a 
defensive  alliance. 

For  this  purpose  they  have  named  as  their  plenipotentiaries: 

For  the  Chief  of  the  State  of  the  Polish  Repubhc: 

Prince  Eustache  Sapieha,  his  Minister  for  Foreign  AfiFairs;  and 

For  His  Majesty  the  King  of  Rumania: 

M.  Take  Jonesco,  his  Minister  for  Foreign  Affairs, 

who,  after  exchanging  their  full  powers,  found  in  good  and  due  form, 
agreed  to  the  following  articles: 

Article  1.  Poland  and  Rumania  undertake  to  assist  each  other  in  the 
event  of  their  being  the  object  of  an  unprovoked  attack  on  their  present 
eastern  frontiers.* 

Accordingly,  if  either  state  is  the  object  of  an  unprovoked  attack,  the 
other  shall  consider  itself  in  a  state  of  war  and  shall  render  armed  assist- 
ance. 

'League  of  Nations,  Treaty  Series,  XU,  79.  The  ratifications  were  exchanged 
at  Bukharest  on  July  io,  1921,  and  the  convention  was  registered  with  the  Leacme 
Secretariat  by  Poland  on  October  iM,  1921.  ° 

*See  Protocol  A,  1,  below. 
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Akt.  2.  In  order  to  co-ordinate  their  efforts  to  maintain  peace,  both 
Governments  undertake  to  consult  together  on  such  questions  of  foreign 
poHcy  as  concern  their  relations  with  their  eastern  neighbors. 

Aet.  3.  A  military  convention  shall  determine  the  manner  in  which 
either  country  shall  render  assistance  to  the  other  should  the  occasion 
arise. 

This  convention  shall  be  subject  to  the  same  conditions  as  the  present 
Convention  as  regards  duration  and  denunciation. 

Art.  4.  If  in  spite  of  their  efforts  to  maintain  peace,  the  two  states 
are  compelled  to  enter  on  a  defensive  war  under  the  terms  of  Art.  1, 
each  undertakes  not  to  negotiate  nor  to  conclude  an  armistice  or  a  peace 
without  the  participation  of  the  other  state. 

Art.  5.  The  duration  of  the  present  Convention  shall  be  five  years 
from  the  date  of  its  signature,^  but  either  Government  shall  be  at  liberty 
to  denounce  it  after  two  years  on  giving  the  other  state  six  months' 
notice. 

Art.  6.  Neither  of  the  High  Contracting  Parties  shaU  be  at  liberty  to 
conclude  an  alliance  with  a  third  power  without  having  previously  ob- 
tained the  assent  of  the  other  party. 

Alliances  with  a  view  to  the  maintenance  of  treaties  already  signed 
jointly  by  both  Poland  and  Rumania  are  excepted  from  this  provision.^ 

Such  alliances  must,  however,  be  notified. 

The  Polish  Government  hereby  declares  that  it  is  acquainted  with  the 
agreements  entered  into  by  Rumania  with  other  states  with  a  view  to 
upholding  the  treaties  of  Trianon  and  Neuilly,  which  agreements  may  be 
transformed  into  treaties  of  alliance. 

The  Rumanian  Government  hereby  declares  that  it  is  acquainted  with 
the  agreements  entered  into  by  Poland  with  the  French  Republic. 

Art.  7.  The  present  Convention  shall  be  communicated  to  the  League 
of  Nations  in  accordance  with  the  treaty  of  Versailles. 

Art.  8.  The  present  Convention  shall  be  ratified  and  the  ratifications 
exchanged  at  Bukharest  as  soon  as  possible. 

In  witness  whereof  the  Plenipotentiaries  have  signed  the  present  con- 
vention and  have  thereto  set  their  seal. 

Done  at  Bukharest  in  duplicate  this  third  day  of  March  1921. 

(l.s.)  Take  Jonesco. 
(l.s.)    E.  Sapieha. 


iThat  is,  until  March  3,  1926. 

'See  also  Protocol  A,  2,  which  follows. 
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Mtn  utes 

The  undersigned,  ha\Tng  met  together  to  effect  the  exchange  of  ratifi- 
cations by  His  Majesty  the  King  of  Rumania  and  the  President  of  the 
Polish  Repubhc  with  regard  to  the  Convention  for  a  defensive  alliance 
concluded  at  Bukharest  on  March  3,  1921,  between  Rumania  and  the 
PoUsh  Republic,  the  instruments  of  these  ratifications  were  produced  and, 
being  found  in  good  and  due  form,  were  accordingly  exchanged. 

On  this  occasion  it  was  decided  that  Protocols  A,  B  and  and  the 
Declaration  which  form  an  integral  part  of  the  Convention  for  a  defensive 
aUiance  shall,  notwithstanding  that  they  are  not  transcribed  in  the  instru- 
ment of  ratification,  be  regarded  as  ratified  under  the  same  conditions  as 
the  Convention  itself. 

In  witness  whereof,  the  undersigned  have  drawn  up  the  present  minutes, 
which  they  have  signed  in  dupHcate  and  to  whiph  they  have  affixed  their 
seals. 

Done  at  Bukharest,  July  2oth,  1921. 

(l.s.)  Take  Jonxsco. 
(l.s.)    Ai..  Skeztnski. 


Protocol  A 

At  the  moment  of  signing  the  convention  of  defensive  aOiance,  between 
the  Chief  of  State  of  the  Repubhc  of  Poland  and  His  Majesty  the  King 
of  Rumania,  their  plenipotentiaries  have  agreed  upon  the  following  provi- 
sions which  constitute  an  integral  part  of  the  said  convention: 

1.  The  present  eastern  frontiers  referred  to  in  Art.  1  of  the  convention 
of  defensive  alliance  of  even  date  are  those  which  result': 

for  Rumania,  from  the  convention  signed  at  Paris,  October  28,  1920, 
bet  ween  Rumania  of  the  first  part  and  France,  Great  Britain.  Italv 
and  Japan  of  the  second  part; 

for  Poland,  from  Art.  1  of  the  preliminaries  of  peace  signed  at  Riga, 
October  12,  1920,  between  Poland  and  the  Repubhc  of  the  Soviet  of 
Moscow,  or  as  they  shall  be  modified  by  the  treaty  of  peace  which  is 
to  follow. 

2^  Art  6  of  the  convention  is  completed  by  the  followmg  pro^nsion: 
Neither  of  the  high  contracting  parties  may,  without  the  consent  of  the 

other,  conclude  an  alhance  with  the  powers  which  in  the  World  War  were 

enemies  of  the  aUied  and  associated  powers. 
'Not  printed. 

•  The  boundaries  in  detafl  are  set  forth  in  Article  2  of  the  treaty  of  peace  of  Riea. 
signed  March  18,  1921,  League  of  Nations,  Treaty  Series,  VI,  "l23-131. 
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3.  The  ratification  of  the  convention  of  defensive  alliance  wUl  involve, 
without  notice,  the  ratification  of  the  present  protocol. 

In  faith  whereof  the  plenipotentiaries  have  signed  the  present  protocol 
and  have  afiixed  their  seal  thereto. 

Done  in  duplicate  at  Bukharest,  March  3,  1921. 

(Signed)  Take  Jonesco. 
(Signed)    E.  Sapieha. 


Protocol  B 

At  the  moment  of  signing  the  convention  of  defensive  aUiance  between 
the  Chief  of  State  of  the  Republic  of  Poland  and  His  Majesty  the  Kmg 
of  Rumania,  their  plenipotentiaries  have  agreed  upon  the  foUowmg  provi- 
sions, which  constitute  an  integral  part  of  the  said  convention: 

1  The  convention  of  defensive  alliance  of  even  date  between  1  oland 
and  Rumania  shaU  be  ratified  only  after  the  signature  of  the  treaty  of 
peace  between  Poland  and  the  RepubUc  of  the  Soviets.    Until  then  it  is 

to  remain  secret.  r>  i    j  „„j 

2  If  before  the  signature  of  the  treaty  of  peace  between  Poland  and 
the  Republic  of  the  Soviets  one  of  the  high  contracting  parties  should 
chance  to  be  attacked  upon  the  eastern  frontier  without  provocation  on  its 
part,  the  two  governments  shall  examine  the  situation  and  shall  advise 
with  each  other  on  the  means  to  resist  it.  ^      .  i 

In  faith  whereof  the  plenipotentiaries  have  signed  the  present  protocol 
and  have  aflaxed  their  seals  thereto. 

Done  in  duplicate  at  Bukliarest  March  3,  1921. 

(Signed)  Take  Jonesco. 
(Signed)    E.  Sapieha. 


Declaration 

In  the  course  of  the  visit  of  Prince  Sapieha  to  Bukharest,  the  ministers 
of  foreign  affairs  of  Poland  and  Rumania  have  had  several  conversations 
in  wLch  they  have  examined  from  all  angles  the  situation  of  the  two 
countries.  They  are  happy  to  record  that  they  are  entirely  m  agreement 
botf  upon  the  objects  of  the  policy  of  the  two  countries  which  consis 
of  the  maintenance  of  the  peace  so  dearly  secured  and  upon  the  most 
appropriate  means  for  assurmg  the  success  of  this  policy. 

Bukharest,  March  3,  1921. 

(Signed)  Take  Jonesco. 
(Signed)    E.  Sapieha. 
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2.   The  Baltic  Entente 

The  policy  of  a  series  of  understandings  between  the  states 
from  the  Baltic  to  the  Black  Seas  and  even  to  the^gean,  which, 
as  already  mentioned,  was  a  Rumanian  conception  in  1920,  seemed 
to  Poland  to  be  especially  promising  with  a  view  to  consolidating 
the  position  as  toward  Soviet  Russia. 

In  the  early  days  of  19^22  the  Genoa  Conference  was  being 
arranged,  a  general  economic  conference  intended  to  co-ordinate 
European  reconstruction.  It  was  emphasized  that  a  general 
engagement  to  refrain  from  acts  of  aggression  was  to  be  a  feature 
of  the  settlement.  The  actual  conference  closed  on  May  19,  192'2, 
without  ha\'ing  succeeded  in  coming  to  an  economic  agreement 
with  Moscow.  Therefore,  a  meeting  of  experts  met  at  The  Hague 
in  June  to  trj-  and  solve  the  outstanding  question,  but  vriih  no 
better  success.  The  nonaggression  pact  of  Genoa,  so  much 
heralded  in  advance,  was  finally  adopted  on  May  19  with  the 
Hague  meeting  in  contemplation.   It  was  in  the  following  terms^: 

\T.  In  order  to  enable  the  work  of  the  commissions  to  be  carried  on  in 
tranquillity,  and  in  order  to  restore  mutual  confidence,  engagements  will 
be  entered  into  binding  the  Russian  Soviet  Government  and  the  Govern- 
ments now  allied  with  the  Russian  So\"iet  Government  on  the  one  hand, 
and  the  other  participating  Governments  on  the  other  hand,  to  refrain 
from  all  acts  of  aggression  against  their  respective  territories,  and  to 
refrain  from  subversive  propaganda. 

The  pact  to  refrain  from  acts  of  aggression  will  be  founded  on  the 
observance  of  the  existing  stains  quo,  and  will  remaia  in  force  for  a  period 
of  four  months  from  the  closing  of  the  work  of  the  commission. 

The  agreement  against  propaganda  wiU  bind  aU  the  signatory  Govern- 
ments to  abstain  from  interfering  La  any  way  in  the  internal  affairs  of 
other  States,  from  supporting  by  financial  or  other  means  political  organi- 
zations at  work  in  other  countries,  and  also  to  suppress  in  their  territory 
attempts  to  foment  acts  of  violence  in  other  states,  and  attempts  which 
might  disturb  the  territorial  and  pohtical  status  quo. 

Previous  to  the  convening  of  the  Genoa  Conference,  however, 
Poland,  in  line  with  the  policy  above  described,  called  a  conference 
at  Warsaw  from  March  13  to  17  of  the  Baltic  states  bordering  on 
Russia.    The  conference  resulted  in  an  understanding,  which  is 

'Papers  relating  to  International  Economic  Conference,  Genoa,  April-May, 
1922.    (British  Pari.  Paps.,  1922,  Cmd.  1667,  p.  50.) 


136  LEAGUE  OF  NATIONS 


important  as  a  stabilizing  influence.  It  did  not,  however,  embrace 
Lithuania  in  its  scope,  while  Finland  eventually  decided  not  to 
ratify  it.  This  political  agreement,  signed  on  the  eve  of  the 
Genoa  Conference,  reads^: 

The  Ministers  for  Foreign  Affairs,  namely : 

His  Excellency  M.  Antoine  Piip,  Minister  for  Foreign  Affairs  of  the 
Esthonian  Republic, 

His  Excellency  M.  Rudolf  Holsti,  Minister  for  Foreign  Affairs  of  the 
Republic  of  Finland, 

His  Excellency  M.  Zigfrids  A.  Meierovics,  President  of  the  Council  and 
Minister  for  Foreign  Affairs  of  the  Repubhc  of  Latvia, 

His  Excellency  M.  Constantin  Skirmunt,  Minister  for  Foreign  Affairs 
of  the  Polish  Republic, 

having  assembled  in  conference  at  Warsaw  on  March  13,  1922,  at  the 
invitation  of  the  Polish  Government  and  in  conformity  with  the  decision 
of  the  Helsingfors  Conference,  of  July  29,  1921, 

being  anxious  to  affirm  the  community  of  their  mutual  pohtical  and 
economic  interests, 

and  being  desirous  of  strengthening  the  relations  so  happily  inau- 
gurated between  them  and  being  firmJy  convinced  that  the  main- 
tenance of  peace  in  Eastern  Europe  is  an  indispensable  condition  for 
its  economic  recovery, 

have  agreed  upon  the  following  provisions: 

Article  I.  The  Governments  represented  at  the  Conference  of 
Warsaw  confirm  the  reciprocal  recognition  of  the  treaties  of  peace  which 
concluded  the  state  of  war  between  Esthonia  and  Russia  on  February  2, 
1920,  between  Latvia  and  Russia  on  August  11,  1920,  between  Fmland 
and  Russia  on  October  14,  1920.  and  between  Poland  of  the  one  part  and 
Russia,  the  Ukraine  and  White  Ruthenia  of  the  other  part  on  March  18, 
1921. 

Art.  II.  The  Governments  represented  at  the  conference  undertake 
not  to  conclude  any  agreement  to  the  direct  or  mdirect  disadvantage  of 
anv  one  of  their  respective  states. 

Art.  III.  In  order  that  their  mutual  relations  may  be  fully  public,  and 
that  there  can  be  no  suspicion  of  their  good  faith,  each  of  the  Governments 
represented  at  the  conference  shall  be  bound  henceforward  to  communi- 
cate to  the  other  three  Governments  the  text  of  the  treaties  concluded 
between  it  and  other  state  or  states. 


'League  of  Nations,  Treaty  Series,  XI,  168. 
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Abt.  rV^  The  Governments  represented  at  the  conference  undertake 
to  enter  as  soon  as  possible  into  negotiations  with  a  -view  to  the  conclusion 
between  them  of  such  of  the  proposed  administrative  and  economic 
treaties  and  conventions  as  have  not  yet  been  concluded,  and  especially 
of  commercial  treaties  and  consular,  option  and  extradition  conventions. 

Art.  V.  States  which  contain  racial  minorities  belonging  to  the 
numerically  superior  race  in  one  of  the  other  contracting  states  shall 
guarantee  to  such  minorities  all  rights  and  liberties  and  shall  safeguard 
the  preservation  and  free  development  of  the  organizations  of  their 
national  culture. 

Art.  VI.  The  Governments  represented  at  the  conference  agree  to 
decide  any  controversy  or  dispute  between  their  respective  states  solely 
by  peaceful  methods.  In  all  questions  of  a  more  important  nature,  they 
shall  have  recourse  to  arbitration,  which  shall  be  intrusted  by  common 
agreement  of  the  states  concerned,  either  to  arbitrators  chosen  ad  hoc, 
or  to  the  Court  of  International  Justice,  in  conformity  with  the  Covenant 
of  the  League  of  Nations. 

Art.  VII.  The  states  represented  at  the  Conference  of  Warsaw  declare 
that,  in  case  of  an  unprovoked  attack  upon  any  one  of  them  by  another 
state,  they  will  adopt  a  benevolent  attitude  toward  the  state  attacked, 
and  will  immediately  agree  upon  their  course  of  action. 

Art.  VIII.  _  The  present  agreement  shall  be  valid  for  five  years  from  the 
date  of  the  deposit  of  the  last  ratification,  and  it  shall  be  prolonged  from 
year  to  year  without  former  renewal,  subject  to  denunciation  six  months 
in  advance. 

Art.  IX.  The  present  agreement  shall  be  ratified,  and  the  instruments 
of  ratification  shall  be  deposited  at  the  Ministry  of  Foreign  Affairs  at 
Warsaw. 

Done  at  Warsaw  in  four  copies,  the  seventeenth  day  of  March,  nineteen 
hundred  and  twenty-two. 

(Signed)    Axt.  Pup. 
(Signed)    Rttdolf  Holstt. 
(Signed)    Z.  A.  Meierovics. 
(Signed)  Skirmxtnt. 
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VI.    GERIVIANY  AND  RUSSIA 


It  has  been  a  favorite  speculation  since  the  World  War  to 
envisage  a  Russo-German  alliance.  There  have  been  reams  of 
newspaper  stories  written  on  the  subject,  and,  of  course,  the 
idea  has  been  theoretically  examined  in  not  a  few  chancelleries. 
But  there  has  not  been  any  sound  ground  for  assuming  either  the 
possibihty  or  the  probability  of  such  a  union. 

Germany,  like  all  the  states  of  eastern  Europe,  recognized 
Soviet  Russia  early  and  maintained  diplomatic  relations  with 
Moscow.  In  the  case  of  Germany  both  recognition  and  diplomatic 
relations  had  resulted  as  incidents  of  the  treaty  of  Brest-Litovsk 
of  March  3,  1918.  When  that  treaty  was  annulled  by  the  armistice 
of  November  11,  1918,  no  change  was  made.  Shortly  Bolshevist 
propaganda  became  extensive  in  Germany,  but  the  German  gov- 
ernments of  the  democratic  revolution  easily  survived  it.  From 
time  to  time  treaties  on  normal  subjects  of  international  inter- 
course were  negotiated  between  the  two  states. 

Both  Germany  and  the  Soviet  Republic  were  included  in  the 
Genoa  Conference,  which  was  held  in  the  spring  of  1922.  Their 
representatives  at  the  conference  signed  the  foUowmg  treaty  on 
Easter  Day^: 

The  Government  of  the  Russian  Socialistic  Federal  Soviet  Republic, 
represented  by  the  People's  Commissary  for  Foreign  Affairs,  George 
Chicherin,  and  by  the  Vice-Commissary  for  Foreign  Affairs,  Maxim 
Litvinoff,  and  the  German  Government,  represented  by  [Walther  Rathe- 
nau]  have  come  to  an  agreement  regarding  the  following  provisions: 

Article  I.  The  two  Governments  agree  that  the  settlement  between 
Germany  and  the  Russian  S.  F.  S.  R.  of  the  questions  arising  from  the 
period  of  the  state  of  war  between  Germany  and  Russia  is  to  be  regulated 
on  the  following  basis: 

(a)  Germany  and  the  R.  S.  F.  S.  R.  mutuaUy  renounce  compensation  for 
the  war' expenditure  as  well  as  compensation  for  war  damages,  i.e., 
the  damages  which  have  been  caused  to  them  and  their  nationals  m 
the  war  area  by  military  measures,  including  all  requisitions  in  enemy 
territory.  Both  parties  likewise  renounce  compensation  for  civil 
damages  which  have  been  caused  to  the  nationals  of  one  party  under 
the  so-caUed  special  war  legislation  or  by  the  forcible  measures  of 
the  state  authorities,  of  the  other  party; 
'Papers  relating  to  International  Economic  Conference,  Genoa,  April-May, 
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(6)  The  public  and  private  legal  relationsliips  affected  by  the  state  of  war, 
including  the  question  of  the  treatment  of  vessels  of  the  mercantile 
marine  which  have  fallen  into  the  hands  of  the  other  party,  shall  be 
settled  on  the  basis  of  reciprocity; 

(c)  Germany  and  Russia  mutually  renounce  their  claims  to  reimburse- 
ment of  their  respective  expenditure  on  behalf  of  prisoners  of  war. 
The  German  Government  likewise  waives  its  claim  to  reimbursement 
of  its  expenditure  in  connection  with  the  soldiers  of  the  Red  Army 
interned  in  Germany.  The  Russian  Government,  on  its  part, 
renounces  claim  to  the  proceeds  of  the  sale  by  Germany  of  the 
mihtary  material  brought  by  the  interned  soldiers  of  the  Red  Army 
into  Germany. 

Art.  II.  Germany  renounces  claims  which  have  arisen  through  the 
application  up  to  the  present  of  the  laws  and  measures  of  the  R.  S.  F.  S.  R. 
to  German  nationals  or  to  their  private  rights  as  well  as  to  the  rights  of 
Germany  and  its  constituent  states  against  Russia,  or  from  the  measures 
otherwise  adopted  by  the  R.  S.  F.  S.  R.  or  its  officials  against  German 
nationals  or  their  private  rights,  provided  that  the  Government  of  the 
R.  S.  F.  S.  R.  does  not  satisfy  similar  claims  of  other  states. 

Art.  in.  Diplomatic  and  consular  relations  between  Germany  and 
the  R.  S.  F.  S.  R.  wLU  immediately  be  resumed.  The  admission  of 
consuls  of  the  two  parties  shall  be  governed  by  a  special  agreement. 

Art.  IV.  The  two  Governments  further  agree  that  as  regards  the 
general  legal  position  of  nationals  of  the  one  party  in  the  territory  of  the 
other,  and  the  general  regulation  of  mutual  commercial  and  economic 
relations,  the  principle  of  the  most-favored-nation  treatment  shall 
apply.  The  most-favored-nation  principle  does  not  extend  to  the  privi- 
leges and  facilities  which  the  R.  S.  F.  S.  R.  grants  to  any  soviet  republic 
or  to  a  state  which  previously  formed  part  of  the  former  Russian  Empire. 

Art.  V.  The  two  Governments  shall  mutually  assist,  in  a  spirit  of 
good  will,  in  supplying  the  economic  requirements  of  the  two  countries. 
In  the  event  of  this  question  bemg  settled  in  principle  on  an  international 
basis,  they  will  exchange  \-iews  as  above.  The  German  Government 
declares  itself  ready  to  support,  as  far  as  possible,  the  agreements  con- 
templated by  private  firms,  which  have  recently  been  communicated  to 
it,  and  to  facilitate  their  execution. 

Art.  VI.  Art.  I,  par.  b,  and  Art.  IV  of  the  present  treaty  shall  enter 
into  force  on  ratification';  the  other  provisions  at  once. 

Signed  in  duplicate  at  Rapallo,  April  16,  1922. 

(Signed)    Rathexau.  (Signed)  Chicherix. 

'The  exchange  of  ratifications  took  place  at  Berlin  on  January  31,  1923. 
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The  publication  of  this  treaty  immediately  after  its  signing 
created  one  of  the  most  curious  situations  that  postwar  diplomacy 
has  encountered.  The  Principal  Allied  Powers  had  taken  great 
credit  to  themselves  in  having  admitted  Germany  and  Russia 
to  the  Genoa  Conference  at  all.  It  was  constantly  obvious 
throughout  the  conference  that  neither  they  nor  any  other  states, 
with  the  exception  of  the  self-assertive  Little  Entente,  were  treated 
as  equals  by  the  British,  French  and  Itahans.  The  representatives 
of  the  three  latter  were  constantly  in  private  conference  and  as  con- 
stantly sought  to  get  everybody's  else  signature  on  the  dotted  line. 

Viewed  technically,  the  Rapallo  treaty  is  a  very  fair  document, 
and  it  avoids  on  the  part  of  Germany  any  acceptance  of  communist 
theory.  Its  mutual  renunciations,  while  perhaps  more  academic 
than  real,  was  a  not  too  common  instance  of  forgiving  and  for- 
getting a  great  deal. 

On  April  18  representative  of  the  British  Empire,  France, 
Italy,  Japan,  Belgium,  Czechoslovakia,  Poland,  Serb-Croat- 
Slovene  State,  Rumania  and  Portugal  drew  up  a  note  which  was 
sent  to  the  German,  but  not  the  Russian,  delegation.^  This  note 
began  with  the  novel  statement  that  the  treaty  had  been  secretly 
concluded.  It  expressed  the  opinion  that  the  treaty  "is  a  viola- 
tion of  the  conditions  to  which  Germany  pledged  herself  on  enter- 
ing the  conference."  It  stated  that  "at  all  conferences  unofficial 
conversations  between  the  parties  are  permissible  and  often  de- 
sirable ...  but  that  is  not  what  the  German  delegates  have 
done  .  .  .  this  treaty  is  not  subject  to  any  examination  or  sanc- 
tion by  the  conference  .  .  .  it  is  in  fact  a  violation  of  some  of  the 
principles  on  which  the  conference  is  based."  It  therefore  as- 
sumed "that  the  German  delegates  have  by  their  action  renounced 
further  participation  in  the  discussion  of  the  conditions  of  an 
agreement  between  Russia  and  the  various  countries  represented 
at  the  conference." 

The  German  delegation  in  reply  on  April  21'  stated  that  the 
Berlin  Government  had  recognized  the  Russian  Soviet  Repubhc 
several  years  before,  but  before  normal  relations  could  be  es- 

iPapers  relating  to  International  Economic  Conference,  Genoa,  April-May, 
1922.   (British  Pari.  Paps.,  1922.  Cmd.  1667,  p.  53-54.) 
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tabUshed  it  was  necessary  to  conclude  an  agreement  to  Uquidate 
the  consequences  of  the  war.  It  asserted  that  several  pro\asions 
of  the  London  program  "would  have  resulted  m  laymg  upon 
Germany  alone  the  whole  burden  of  the  consequences  of  the  legis- 
lation promulgated  under  the  Czarist  regime  during  the  war." 

"The  German  delegation  had  learned  that  the  mvitmg  powers 
had  initiated  separate  negotiations  with  Russia.  From  informa- 
tion received  regarding  these  negotiations,  it  seemed  that  an  agree- 
ment was  about  to  be  reached,  in  which  the  legitimate  desires  of 
Germany  were  not  considered.  Under  these  circumstances,  the 
German  delegation  was  clearly  forced  to  safeguard  its  interests 
by  direct  means.  It  would  otherwise  have  been  confronted,  at 
the  meeting  of  the  commission,  with  a  scheme  which,  while  not 
acceptable  to  Germany,  would  abeady  have  been  approved  by  a 
majority  of  the  members.  For  this  reason  the  treaty  with  Russia 
was  signed  on  Sunday  evening,  in  exact  conformity  with  the  draft 
of  several  weeks  previously,  and  was  immediately  made  public. 

It  was  added  that  "the  treaty  does  not  in  any  way  affect  the 
relations  of  third  powers  with  Russia.  Moreover  each  of  its  stipu- 
lations is  based  upon  the  principle  which  you  have  justly  stated 
to  be  the  chief  aim  of  the  conference,  namely,  that  of  regarding 
the  past  as  definitely  closed  and  seeking  to  lay  the  foundation 
for  the  common  work  of  peaceful  reconstruction. 

"As  regards  subsequent  discussions  of  Russian  questions  by  the 
conference,  the  German  delegation  itself  also  considers  it  fitting 
that,  imless  its  collaboration  is  particular^"  desired,  it  should  take 
no  further  part  in  the  deUberations  of  the  first  commission  on 
questions  similar  to  those  already  settled  between  Germany  and 
Russia. " 

The  French  took  the  treaty  most  seriously.  It  was  unofficially 
alleged  in  Paris  that  it  was  a  violation  of  Arts.  116  and  260  of 
the  treaty  of  Versailles.  Art.  260  pro^'ides  that  the  Reparation 
Commission  may  demand  that  Germany  secure  possession  of  rights 
and  interests  of  German  nationals  in  Russia  for  transfer  to  the 
commission.  The  commission  itself  eventually  saw  no  violation 
of  this  provision  in  the  treaty,  but  passed  a  resolution  which 
called  Germany's  attention  to  its  existence  and  assumed  that  the 
Rapallo  treaty  would  be  interpreted  consistently  with  it.  No 
question  on  that  point  has  subsequently  arisen. 
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The  other  powers  at  Genoa  felt  that  it  was  undesirable  to  pur- 
sue the  correspondence,  but  France  was  unwilling  to  let  the 
matter  rest.  In  a  note  of  April  21^  to  the  president  of  the  con- 
ference, the  French  delegation  requested  that  a  reply  be  made 
to  the  "lying  allegations"  of  the  German  note. 

This  reply,  dated  April  23,^  confined  itself  to  denying  that  there 
was  reason  behind  the  German  assertion  that  Germany  would  be 
exposed  to  "the  risk  of  being  confronted  with  a  scheme  unac- 
ceptable to  Germany  but  already  approved  by  the  majority  of 
the  members. "  It  said  nothing  in  reply  to  the  German  assertion 
that  the  treaty  was  a  reply  to  separate  negotiations  with  Russia. 
The  note  ended  with  these  remarkable  words: 

The  undersigned  expressly  reserve  for  their  Governments  the  right 
to  declare  null  and  void  any  clauses  in  the  Russo-German  treaty  which 
may  be  recognized  as  contrary  to  existing  treaties. 

The  incident  may  now  be  regarded  as  closed. 

The  incident  was  not  closed,  however.  The  Russians  mquired 
of  the  Poles  how  it  happened  that  they  were  able  to  sign  a  treaty 
at  Riga  on  March  30  with  the  Bolshevists,  Esthonians  and  Letts, 
concerning  Russian  affairs  and  yet  felt  at  libery  to  join  in  a  pro- 
test against  Germany  making  a  treaty  with  Russia.  Chicherin 
called  the  Polish  action  "an  outrage  agamst  the  sovereign  rights 
of  Russia,"  and  inquired  how-the  unheard  of  assertion  of  a  right 
by  third  powers  to  annul  a  treaty  concluded  between  two  others 
could  be  reconciled  with  Poland's  recognition  de  jure  of  the  Russian 
Soviet  Repubhc. 

Mr.  Skirmunt,  the  Polish  minister,  produced  "a  pohte  but  rather 
cloudy  and  prolonged  reply."  The  Russian  analogies  were  in- 
applicable. PoUsh  participation  m  the  correspondence  could  not 
be  interpreted  as  affecting  Russian  sovereignty  or  depriving  Russia 
of  the  right  to  conclude  treaties.  The  accusations  were,  there- 
fore, baseless.  Moreover  Russia  had  not  been  asked  for  her  opmion. 

French  opinion  was  indisposed  to  regard  the  incident  as  closed, 
and  on  April  30  Chicherin  addressed  a  letter  to  Louis  Barthou 
in  which  the  following  important  statement  was  made': 

'MUls,  The  Genoa  Conference,  p.  105-106. 

^Papers  relating  to  International  Economic  Conference,  Genoa,  April-May, 
1922.    (British  Pari.  Paps.,  1922.    Cmd.  1667,  p.  56-57.) 
'Mills,  The  Genoa  Conference,  p.  129-131. 
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The  Russian  delegation  declares  in  the  most  categorical  manner,  in 
confirmation  of  what  it  has  stated  semi-officiaUy,  that  the  RapaUo  agree- 
ment contains  no  secret  military  or  political  clause  and  is  accompanied 
by  no  such  clause,  also  that  the  Russian  Government  Ls  not  engaged  in 
aiiy  act  or  action  whatever  dkected  against  the  interests  of  the  French  or 
any  other  nation. 

The  RapaUo  treaty,  it  is  reported,  has  been  extended  to  include 
all  members  of  the  Union  of  Socialist  Russian  Soviet  Republics. 

Immediately  after  the  Genoa  excitement  over  the  Rapallo  treaty 
had  died  down,  stories  began  to  appear  concerning  an  alleged 
secret  militan,-  convention  completing  it.    Only  one  part  of  the 
European  press  carried  these  reports,  which  differed  verj'  widely 
in  their  description  of  the  terms  of  the  alleged  agreement.  Finally, 
the  London  Times  in  its  edition  of  May  20,  I9'2i,  published  an 
exceedingly  circumstantial  account  of  its  supposed  contents. 
According  to  this  account,  the  convention  had  been  signed  at 
Berlin  on  April  3.    But  the  contents  of  the  document  as  related 
were  improbable.   For  instance,  the  German  General  Staff,  which 
was  dissolved  in  accordance  with  the  treaty  of  peace,  undertook 
to  arm  and  equip  one  hundred  and  eighty  infantrj-  regiments  for 
the  Russian  Soviet  Republic  and  to  deliver  the  necessary  field 
and  hea^■y  artillery  for  twenty  divisions  of  infantrj-.    Art.  170 
of  the  treaty  of  Versailles  prohibits  the  manufacture  for  foreign 
countries  of  any  war  material  and  Art.  165  specifies  maximum 
amounts  allowable  in  Germany.    Since  the  Interallied  ^lilitary 
Commission  has  full  power  to  ascertain  all  armament  facts,  it  is 
improbable  that  such  manufacture  could  escape  its  attention. 
It  was  stated  in  the  EngUsh  Parliament  on  May  29,  19-22,  by 
Premier  Lloyd  George  that  "no  confirmation  had  been  obtained" 
of  the  authenticity  of  the  reports  of  such  an  agreement.  The 
rumor  has  not  since  appeared. 

There  does,  however,  seem  to  be  truth  in  the  statement  that  the 
Rapallo  treaty  was  accompanied  by  agreements  granting  conces- 
sions to  German  undertakings.  Definite  items  in  this  concession 
program  seem  to  be : 

Lease  for  fifteen  years  of  the  sugar  beet  lands  in  the  governments 
of  Kharkov,  Kiev  and  Ekaterinoslav  to  a  syndicate  of  German 
banks. 
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Coal  land  concessions  for  jfifteen  years  in  the  Don  district  to  the 
Stinnes  group. 

Land  concessions  in  Kuban  and  Terek,  involving  settlement  by 
German  colonists. 

Oil  concession  in  Grozhno  to  the  Krupps.^ 


iQn  the  treaties  and  trade  agreements  of  Soviet  Russia,  see  Commerce  Reports, 
June  25,  1923.  p.  809. 


Vn.   THE  RUSSL\X-TURKISH  TREATY 


Bolshevist  policy  toward  the  Near  East  has  been  defined  offi- 
cially as  "a  policy' of  compromises  leading  to  understanding  with 
the  Oriental  nationaUstic  states  which  are  struggling  for  their 
independence  against  western  imperiahsm."  The  treaty  signed  by 
Moscow  with  the  Angora  Government  of  Turkey  on  March^  16, 
1921,  is  an  interesting  example  of  that  policy.  By  it  the  Russians 
renounced  all  the  historic  Russian  claims  in  Turkey  and  studiously 
repudiated  any  poHcy  which  they  were  certain  would  be  followed 
by  the  western  states  in  respect  of  Turkey.  The  reasons  for  such 
a  show  of  generosity  are  to  be  found  in  the  fact  that  on  some  of 
these  the  Bolshevists  set  no  value  while  with  regard  to  others  they 
knew  that  their  action  would  embarrass  other  states.  This  treaty 
of  Moscow  reads  as  follows^: 

Sharing  the  principle  of  the  brotherhood  of  nations  and  of  the  right  of 
the  peoples  to  seK-determination,  and  confirming  the  solidarity  which 
unites  them  La  the  struggle  against  imperialism,  as  well  as  the  fact  that 
any  diflBculties  raised  before  one  of  the  peoples  are  Uable  to  compHcate 
the  situation  of  the  other,  the  Government  of  the  Russian  Socialist 
Federated  So\'iet  Republic  on  the  one  hand,  and  the  Government  of  the 
Grand  National  Assembly  of  Turkey  on  the  other,  animated  by  the  desire 
to  establish  lasting  and  cordial  relations,  and  by  a  continuous  and  sincere 
friendship  based  on  their  mutual  interests,  have  decided  to  conclude  with 
one  another  a  treaty  of  friendship  and  brotherhood,  and  with  this  object 
have  appointed  as  their  plenipotentiaries: 

The  Government  of  the  R.  S.  F.  S.  R. :  George  Vassilievich  Chicherin, 
People's  Commissary  for  Foreign  Affairs  and  member  of  the  AU-Russian 
Central  Executive  Committee,  and  Djelal-Eddin  Korkmassoff,  Member 
of  the  .\Ii-Russian  Central  Executive  Committee;  and  the  Government 
of  the  Grand  National  Assembly  of  Turkey :  Yussuf  Kemal  Bey,  People's 
Commissary  for  National  Economy  of  the  Grand  National  Assembly  of 
Turkey  and  Deputy  from  Kastamuny  to  the  aforesaid  Assembly;  Dr. 
Riza  Nur  Bey,  People's  Commissary  for  Education  of  the  Grand  National 
Assembly  of  Turkey  and  Deputy  from  Sinop  to  the  aforesaid  Assembly; 
Ah  Fuad  Pasha,  Ambassador  Extraordinary  and  Plenipotentiary  of  the 

'Translation  by  Alexander  Nazaroff,  from  Current  History,  November,  1922, 
p.  277. 
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Grand  National  Assembly  of  Turkey  and  Deputy  from  Angora  to  the 
aforesaid  Assembly. 

These  plenipotentiaries,  after  having  exchanged  their  respective  cre- 
dentials, which  were  found  to  be  in  due  and  legal  form,  have  come  to  the 
following  agreement: 

Article  1.  Neither  contracting  party  will  recognize  treaties  or  inter- 
national acts  which  are  imposed  by  force  on  the  other  party.  The 
Government  of  the  R.  S.  F.  S.  R.  agrees  to  recognize  no  such  international 
acts  concerning  Turkey  that  have  not  been  recognized  by  the  Nationalist 
Turkish  Government  as  represented  by  the  Grand  National  Assembly. 

The  frontiers  of  Turkey  are  understood  in  this  treaty  to  include  all  the 
territories  enumerated  in  the  National  Turkish  Pact  which  were  agreed 
to  and  proclaimed  by  the  Chamber  of  Deputies  on  January  28,  1920 
(1336,  Turkish  calendar),  in  Constantinople.  The  text  of  this  pact  was 
communicated  to  the  press  as  well  as  to  all  the  powers. 

The  northeastern  boundary  line  of  Turkey  is  specified  as  follows:  This 
line  starts  from  the  Village  of  Sarp  on  the  Black  Sea  coast,  crosses  the 
mountain  Khedis-Mta,  and  follows  the  watershed  line  of  the  mountains 
Shavshet  and  Kanni-Dag.  Thence  it  follows  the  northern  administrative 
frontier  of  the  sanjaks  of  Ardahan  and  Kars,  and  the  bed  of  the  rivers 
Arpa-Tchai  and  Arax,  thus  reaching  the  mouth  of  the  Lower  Kara-Ssu 
(Appendix  I.,  A  and  B). 

Art.  2.  Turkey  agrees  to  cede  to  Georgia  the  suzerainty  over  the  city 
and  the  port  of  Batum,  as  well  as  over  the  territories  north  of  the  frontier, 
which  are  specified  in  Art.  1  of  the  present  treaty  and  which  form  part  of 
the  Batum  district,  on  condition  that 

1.  The  population  of  the  territories  defmed  in  this  article  shall  enjoy  a 
broad  administrative  autonomy  which  will  secure  to  every  community 
the  respect  of  its  religious  and  cultural  rights;  the  population  shall  be 
granted  the  possibility  of  enacting  such  agrarian  laws  as  it  may  wish  to 
enjoy. 

2.  Turkey  shall  be  permitted  full  use  of  the  port  of  Batum  for  the  transit 
of  all  imported  and  exported  merchandise,  free  of  custom  dues  or  any 
levies.  This  right  of  Turkey  shall  be  hampered  by  no  regulations,  and 
no  special  taxes  shall  be  exacted  from  her  for  the  use  of  this  port. 

Art.  3.  The  two  contracting  parties  agree  that  the  district  of  Na- 
khichevan, the  frontiers  of  which  are  specified  in  Appendix  I.  (C)  of 
the  present  treaty,  shall  form  an  autonomous  territory  under  the  protec- 
torate of  Azerbaijan,  provided  Azerbaijan  shall  cede  this  protectorate 
to  no  other  country. 

The  triangular  territory  of  Nakhichevan  is  formed  by  the  Ime  which 
follows  the  bed  of  the  river  Arax,  and  passes  by  the  mountains  Dachna 
(3829),  Veli  Dag  (4121),  Bagarzik  (6587),  Kemurlu  Dag  (6930),  and 


LEAGUE  OF  NATIONS 


147 


Serai-Bulak  (8071).  Thence  it  reaches  the  station  Ararat  and  rejoins 
£i  at  tte  crossing  with  Kara-Ssu.  A  conHn.ssion  of  delegates  from 
TSev  \zerbaijan  and  .\rmenia  will  fix  this  line  laid  down  abm  e. 

(tx  4     Recognizing  that  the  national  movements  m  the  Orient  are 
simUar"  to  and  in  harmony  with  the  struggle  of  the  Russian  workmgmen  for 
Len'w  social  order,  the  two  contracting  parties  assert  solemnly  the  rights 
of  these  peoples  to  freedom,  independence  and  free  choice  of  such  forms 
of  government  as  they  themselves  desire  to  have.  ,  ^,  .,     „  , 

Ibt  5  With  a  view  to  guaranteeing  the  freedom  of  the  Straits  and 
th^ir  free'  passage  for  commercial  purposes  to  all  countries  both  parties 
acrree  to  intrust  to  a  special  conference,  composed  of  the  delegates  from 
aU  the  riverain  states,  the  drafting  of  the  definitive  and  mternational 
sUtus  of  the  Black  Sea  and  of  the  Straits,  on  condition  that  its  decisions 
shall  not  prejudice  the  absolute  sovereignty  and  the  safety  of  Turkey  and 
of  her  capital.  Constantinople. 

\rt  6  Both  parties  recognize  that  all  the  treaties  theretofore  con- 
cluded between  them  do  not  correspond  to  their  reciprocal  mterests. 
Therefore  thev  agreed  to  consider  the  aforesaid  treaties  void  and  abro- 
gated. The  Government  of  the  R.  S.  F.  S.  R.  declares,  in  particular,  that 
it  considers  Turkev  free  from  any  financial  or  other  obligations  based  on 
international  treaties  concluded  between  Turkey  and  the  Government  of 
the  Tsar. 

Art.  7.  The  Government  of  the  R.  S.  F.  S.  R.  considers  the  capitu- 
latory regime  to  be  mcompatible  with  the  free  national  development, 
and  with  the  sovereignty  of  any  country,  and  it  regards  all  the  rights  and 
acts  relating  in  any  way  to  this  regime  as  annulled  and  abrogated.' 

Aht.  8.  Both  contracting  parties  undertake  not  to  allow  on  then- 
respective  territories  the  formation  and  the  sojourn  of  groups  that  would 
lay  claim  to  the  role  of  Government  in  the  countn,-  of  the  other  party,  or 
in  a  part  of  it,  as  well  as  of  groups  that  intend  to  struggle  agamst  the  other 
party.  Russia  and  Turkey  assume  analogous  obligations  based  on  the 
principle  of  reciprocity  with  regard  to  the  Transcaucasian  Soviet  Re- 
publics. It  is  agreed  that  Turkish  territory,  as  defined  in  this  article, 
is  understood  to  include  only  that  part  of  the  countrj-  which  is  under  the 
direct  military  and  civil  administration  of  the  Government  of  the  Grand 
National  Assembly. 

Art.  9.  With  the  object  of  facilitating  intercourse  between  their 
respective  countries,  both  parties  agree  to  take  in  concert  with  each 

'The  Turkish  text  refers  specially  to  Turkey,  viz.,  "The  .  .  .  Soviet  Republic, 
recognizing  that  the  regime  of  the  capitulations  is  incompatible  with  the  national 
development  of  Turkey,  as  well  as  with  the  full  exercise  of  its  sovereign  rights, 
considers  null  and  void  the  exercise  in  Turkey  ot  all  functions  and  of  all  rights 
under  the  capitulatory  regime. 
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other  all  measures  necessary  to  maintain  and  develop  within  the  shortest 
possible  time  railway,  telegraphic  and  other  ways  of  communication. 
[Measures  will  also  be  taken  to  secure  the  free  and  unhampered  traffic  of 
passengers  and  commodities  between  the  two  countries.  It  is  understood, 
however,  that  the  passenger  traffic,  as  well  as  the  export  and  import  of 
commodities,  will  be  subject  in  every  country  to  the  regulations  existing 
to  that  efiFect.]' 

Art.  1 0.  Citizens  of  each  of  the  contracting  parties  living  on  the  ter- 
ritory of  the  other  contracting  party  will  share  all  the  rights  and  obliga- 
tions based  on  the  laws  of  the  country  in  which  they  sojourn,  with  the 
exception  of  the  obligations  relating  to  the  national  defense,  of  which  they 
shall  be  free.  Questions  relating  to  family  law  and  to  the  law  of  inheri- 
tance, as  well  as  to  the  juridical  competency  of  the  citizens  of  both 
countries,  shall  also  make  an  exception  to  the  stipulations  of  this  article, 
and  shall  be  regulated  by  a  special  convention. 

Art.  11.  Both  parties  agree  to  accord  the  most-favored  treatment  to 
the  citizens  of  each  party  residing  on  the  territory  of  the  other  party. 
The  stipulations  of  the  present  article  apply  neither  to  the  citizens  of  the 
Soviet  Republics  allied  to  Russia,  nor  to  the  citizens  of  the  Moslem  coun- 
tries allied  to  Turkey. 

Art.  12.  Every  resident  of  the  territories  which  prior  to  1918  formed 
part  of  Russia,  and  which  by  virtue  of  the  present  treaty  are  recognized 
by  the  Government  of  the  R.  S.  F.  S.  R.  as  passing  under  the  sovereignty 
of  Turkey,  shall  be  free  to  leave  Turkey,  taking  with  him  his  belongings 
and  property,  or  an  equivalent  sum  of  money.  The  same  right  is  granted 
to  the  residents  of  Batum,  suzerainty  over  which  by  virtue  of  the  present 
treaty  is  ceded  by  Turkey  to  Georgia. 

Art.  13.  Russia  undertakes  to  convey,  at  her  own  expense,  all  Tiu-kish 
military  and  civil  prisoners  now  in  her  territory  to  the  Northwestern 
Turkish  frontier.  In  the  Caucasus  and  in  European  Russia  this  shall 
be  carried  out  within  three  months  from  the  day  of  the  signature  of 
this  treaty,  while  in  Asiatic  Russia  the  time  is  extended  to  six  months. 
The  details  of  this  repatriation  shall  be  the  subject  of  a  special  convention 
to  be  drawn  up  immediately  after  the  signatiu-e  of  this  treaty.* 

Art.  14.  Both  contracting  parties  agree  to  conclude  in  the  nearest 
future  a  Consular  agreement,  as  well  as  such  treaties  regulating  economic, 
financial  and  other  questions,  as  are  necessary  for  the  establishment  of 
the  reciprocal  friendly  relations  outlined  in  the  introduction  of  this  treaty. 

'The  bracketed  clauses  are  omitted  by  the  Turkish  version. 

'The  Turkish  version,  representing  obviously  a  later  addition,  makes  the  agree- 
ment mutual,  viz.,  "Turkey  enters  into  a  similar  agreement  respecting  Russian 
prisoners  of  war  and  civil  prisoners  who  are  still  in  Tiu-key." 
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Akt.  15.  Russia  undertakes  to  take  all  steps  necessary  to  secure  the 
recognition  by  the  Transcaucasian  Republics,  in  special  treaties  which 
they  are  to  conclude  with  Turkey,  of  such  stipulations  of  the  present  treaty 
as  relate  directly  to  them. 

Abt.  16.  The  present  treaty  is  subject  to  ratification.  The  ratifica- 
tions shall  be  exchanged  at  Kars  in  the  shortest  possible  time.  With 
the  exception  of  Article  13,  the  present  treaty  will  become  vaUd  from  the 
moment  of  exchange  of  ratifications. 

The  above-mentioned  plenipotentiaries  certify  the  stipulations  con- 
tained in  this  treaty  by  appending  hereto  their  signatures  and  by  the 
application  of  their  seals. 

Done  in  two  copies  on  March  16,  1921  (1337,  Turkish  calendar),  at 
Moscow, 


Georgi  Chichebtn, 
Djelal  Korkmassoff. 


(For  Turkey) : 
YussuF  Kemal, 
Dr.  RiZA  NuR, 
Ali  Fuad. 


(For  Russia) : 


VIII.   THE  SUCCESSION  STATES  OF  THE  AUSTRIAN 

EMPIRE 


Only  an  intimate  familiarity  with  the  treaty  relations  of  the 
European  states  before  the  World  War  would  afford  the  proper 
perspective  for  judging  to  what  extent  the  peace  made  over  the 
continental  scheme  of  things.  Reparation,  boundaries,  ore  regions 
get  into  the  news  headhnes,  but,  important  as  they  are,  such 
questions  can  easily  be  given  an  exaggerated  emphasis.  Fully 
three-fourths  of  the  treaties  of  peace  in  quantity  have  attracted 
no  attention  whatever.  They  represent  the  great  mass  of  detailed 
arrangements  necessary  between  nations,  which,  for  one  reason  or 
another,  have  or  were  given  no  poUtical  solution.  They  were 
settled  on  their  merits,  not  on  the  basis  of  national  policies.  Many 
other  questions,  however,  remained,  some  untouched  by  the 
treaties  of  peace  and  others  resulting  from  the  fact  that  those 
treaties  did  not  completely  settle  all  the  questions  they  touched. 
Such  was  particularly  the  case  with  the  states  which  succeeded  to 
the  territory  and  interests  of  the  Austro-Hungarian  Monarchy. 
New  boundaries  cut  athwart  estabhshed  raih-oad  lines  in  awkward 
places.  Instances  could  be  given  where  a  farmer  went  abroad  to 
milk  his  cow  in  his  own  pasture  and  ought  to  pay  importation 
duty  on  the  milk  at  the  frontier  between  the  pasture  and  the 
house. 

1.    The  Portorose  Conference 

The  succession  states  tackled  the  problem  of  adjusting  treaty 
provisions  to  practical  lines  at  a  conference  convened  at  Ronie 
from  April  6  to  June  15,  1921.  It  was  found  that  economic 
questions  broader  in  scope  than  contemplated  by  the  treaties  of 
St.  Germain-en-Laye  and  Trianon  must  also  be  studied  and 
therefore  the  conference  adjourned  to  meet  with  an  enlarged 
agenda  at  Portorose  in  the  following  November.  The  Portorose 
conference  was  largely  due  to  the  initiative  of  Colonel  Clarence 
Browning  Smith,  American  representative  on  the  Reparation 
Commission  at  Vienna,  who  served  as  American  observer  at  the 
conference.  The  scope  of  the  conference  and  its  results  are  indi- 
cated by  the  final  protocol,  which  reads^: 

international  Conciliation,  July,  1922.    No.  176,  p.  253. 
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The  President  of  the  Austrian  Republic;  the  President  of  the  United 
States  of  America;  His  Majesty  the  King  of  the  Serbs,  Croats  and  Slo- 
venes' the  President  of  the  French  Republic;  His  Majesty  the  King  of  the 
United  Kingdom  of  Great  Britain  and  Ireland;  His  Highness  the  Regent 
of  Hungary;  His  Majesty  the  King  of  Italy;  the  Chief  Executive  of  the 
Pohsh  State;  His  Majesty  the  King  of  Rumania;  and  the  President  of 
the  Czechoslovak  Repubhc. 

Considering  the  difficulties  opposing  the  free  development  of  commer- 
cial relations,  of  postal,  telegraph  and  telephone  services  and  of  transpor- 
tation between  the  states  that  have  acquired  territories  of  the  former 
Austro-Hungarian  Monarchy,  or  that  have  arisen  from  the  dL^member- 
ment  of  that  monarchy, 

Desirmg,  moreover,  to  overcome  as  far  as  possible  the  obstacles  hm- 
dering  the  economic  rehabilitation  of  those  states, 

Have  agreed  to  seek  by  common  accord  those  measiu-es  whose  appli- 
cation shall  be  most  prompt  and  effective  with  that  end  in  \-iew. 

For  this  purpose  have  delegated  as  their  representatives :  •  •  •  _ 

Who,  united  in  conference  at  Portorose,  recognize  as  answering  the 
requirements  indicated  above,  the  proNTsions  contained  in  the  following 
instruments.  These  instruments,  annexed  to  the  present  protocol  agree- 
ment, have  been  agreed  upon  and  signed  by  the  representatives  of  the 
states  to  which  have  been  alloted  territories  of  the  former  Austro- 
Hungarian  Monarchy,  or  which  have  arisen  from  the  dismemberment  of 
that  monarchy. 

1.  A  Protocol  signed  by  the  representatives  of  Austria,  Hungary, 
Italy,  Poland,  Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czecho- 
slovakia, to  facilitate  commercial  exchange; 

2.  An  Arrangement  regarding  postal  relations  between  Austria,  Hun- 
gary, Italy,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslovakia,  with 
a  final  Protocol; 

3.  A  special  Arrangement  regarding  postal  relations  between  Austria, 
Hungary,  Rumania  and  Czechoslovakia,  with  a  final  Protocol; 

4.  A  Recommendation  regarding  an  Aerial  Postal  Convention; 

5.  A  Recommendation  regarding  a  Postal  Conference; 

6.  A  Recommendation  regarding  the  official  names  of  places; 

7.  An  Arrangement  concluded  between  Austria,  Hungary,  Italy, 
Poland,  Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslovakia, 
regarding  the  amelioration  and  simplification  of  telephone  and  telegraph 
services  between  those  states; 

8.  A  Recommendation  regarding  telegraph  and  telephone  services; 

9.  Agreements  concluded  between  Austria,  Hungary,  Italy,  Poland, 
Rumania,  the  Serb  Croat-Slovene  Kingdom  and  Czechoslovakia  regard- 
ing the  temporary  regime  for  the  circulation  of  the  rolling  stock  of  the 
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former  Austro-Hungarian  Monarchy,  applicable  until  the  final  distribu- 
tion of  the  stock; 

10.  Agreements  concluded  between  Austria,  Hungary,  Italy,  Poland, 
Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslovakia  con- 
cerning the  restitution  of  privately-owned  railway  cars; 

11.  Agreements  concluded  between  Austria,  Hungary,  Italy,  Poland, 
Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslovakia  re- 
garding the  following  questions: 

A.  Mutual  assistance  in  rolling  stock; 

B.  Repairs  of  rolling  stock; 

12.  A  Recommendation  regarding  confiscated  and  captured  rolling 
stock  belonging  to  the  Allied  and  Associated  Powers; 

13.  Agreements  concluded  between  Austria,  Hungary,  Italy,  Poland, 
Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslovakia  for  the 
regulation  of  international  railway  traffic; 

14.  A  Recommendation  regarding  the  convening  of  an  International 
Conference  to  study  European  General  Conventions  on  the  regulation  of 
international  transportation; 

15.  A  Recommendation  for  the  standardization  of  tariff  rates  for 
international  railway  traffic  and  the  adoption  of  a  uniform  currency  for 
international  tariflfs; 

16.  A  Recommendation  regarding  the  appointing  of  a  Commission 
to  study  the  essential  requirements  of  the  railways  and  the  resources  to 
be  drawn  upon  to  satisfy  such  requirements; 

17.  A  Declaration  regarding  the  facilities  to  be  granted  certain  cate- 
gories of  travelers; 

18.  A  Protocol  signed  by  the  Representatives  of  Austria,  Hungary, 
Italy,  Poland,  Rumania,  the  Serb-Croat-Slovene  Kingdom  and  Czechoslo- 
vakia regarding  the  actual  regime  affecting  passports  and  visas. 

In  witness  whereof  the  above  indicated  delegates  have  affixed  their 
signatures  to  the  present  Protocol. 

Done  at  Portorose,  the  twenty-third  day  of  November,  one  thousand 
nine  hundred  and  twenty-one,  in  French  and  in  Italian,  in  a  single  copy 
which  shall  remain  deposited  in  the  archives  of  the  Government  of  the 
Kingdom  of  Italy,  and  of  which  authenticated  copies  shall  be  sent  to  the 
Governments  of  all  the  powers  represented  at  the  conference. 

Most  of  these  documents  were  executory.  The  others  have  not 
been  very  successful  in  attaining  ratification,  but  their  principles 
were  recognized  as  sound  and  their  adoption  in  the  form  of  laws, 
regulations  or  in  substance  in  bipartite  treaties  has  had  a  tre- 
mendous effect  in  improving  political  and  economic  relations 
between  the  states  primarily  parties  to  them. 
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Two  months  later  the  seven  succession  states— Austria, 
Hungarv,  Italv,  Poland,  Rumania,  the  Serb-Croat-Slovene  State 
and  Czechoslovakia-met  in  conference  at  Graz  to  solve  the 
problem  of  the  circulation  of  persons  throughout  their  territories, 
as  provided  in  the  18th  Portorose  protocol.  The  League  of  Nations 
had  convened  a  conference  on  this  matter  at  Pans  m  October, 
1920  and  its  proposals  were  available  for  the  Portorose  con- 
ference, which,  however,  was  unable  to  give  the  subject  a  formal 
solution.  At  Graz  on  January  27,  1922,  they  signed  an  agree- 
ment concerning  passports  and  visas  which  duly  entered  into  force 
and  settled  perhaps  the  most  aggravating  problem  among  those 
states.' 

2.    Czechoslovakia  and  Poland 

The  succession  states  are  confronted  with  a  vast  number  of 
problems  respecting  their  neighborly  relations.  Czechoslovakia, 
which  took  the  lead  in  the  Little  Entente,  also  assumed  leadership 
in  adjusting  these  questions.  With  Poland  her  relations  were 
most  acute  by  reason  of  unsettled  territorial  matters,  and  it  was 
with  Warsaw  that  she  negotiated  her  first  political  agreement 
outside  of  the  Little  Entente.  The  agreement  is  notable  because 
it  stipulates  the  settlement  of  all  disputes  by  the  arbitral  or 
judicial  processes.  It  was  signed  at  Prague  on  November  6,  1921, 
and  reads' ; 

Equally  anxious  to  safeguard  the  peace  in  Europe  and  firmly  desiroiis 
of  organizing  relations  between  Czechoslovakia  and  Poland  on  the  basis 
of  the  solidarity  of  their  mutual  political  and  economic  interests,  the 
Czechoslovak  Government  and  the  Polish  Government  are  agreed  upon 
concluding  a  political  agreement. 

To  this  end,  the  chiefs  of  the  two  states  have  named  as  their  pleni- 
potentiaries: 

The  President  of  the  Czechoslovak  Republic,  his  President  of  the  Council 
and  Minister  for  Foreign  Affairs,  Dr.  Edouard  Benesh, 

The  Chief  of  the  Polish  State,  his  Minister  for  Foreign  Affairs,  Mr. 
Constantin  Skirmunt, 

who,  after  having  exchanged  their  fuU  powers,  found  in  good  and  due 
form,  have  agreed  upon  the  following  engagements: 

'Text  in  League  of  Xations,  Treaty  Series,  IX,  ^91. 
Translated  from  L'Europe  noucelle,  May  5,  1923,  p.  569. 
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Aeticle  1.  The  two  states  mutually  guarantee  to  each  other  their 
territorial  possessions  based  on  the  treaties  from  which  the  independence 
and  organization  of  the  state  of  Poland  and  the  state  of  Czechoslovakia 
depend.  The  two  states  shall  reach  an  agreement,  when  occasion  demands, 
upon  the  application  of  treaties  signed  in  common. 

Art.  2.  The  two  states  engage  to  preserve  benevolent  neutrality 
in  case  either  of  them  should  be  attacked  by  one  of  their  neighbors,  and 
especially  to  insure  free  transit  of  war  materials. 

Art.  3.  Czechoslovakia  declares  herself  disinterested  in  the  question 
of  eastern  Galicia.  In  consequence  of  this  she  undertakes  the  obligation 
of  dissolving  the  Ukrainian  formations  wliich  are  interned  in  Czecho- 
slovakia and  to  repress  all  active  propaganda  intended  to  detach  any 
territory  from  the  Republic  of  Poland. 

Analogous  obligations  are  taken  by  Poland  with  regard  to  Czecho- 
slovakia. 

Henceforth  each  of  the  two  states  engages  not  to  tolerate  on  its  terri- 
tory any  political  or  military  organization  directed  against  the  integrity 
and  security  of  the  other  state. 

Art.  4.  The  two  Governments  take  note  of  the  political,  military 
and  economic  conventions  concluded  between  Czechoslovakia,  Rumania 
and  Jugoslavia  on  the  one  side,  and  the  analogous  conventions  concluded 
between  Poland,  France  and  Rumania  on  the  other. 

Art.  5.  A  commercial  convention  between  Czechoslovakia  and  Po- 
land shall  regulate  between  these  states  all  economic  and  financial  ques- 
tions as  well  as  those  relative  to  transit. 

Art.  6.  Both  parties  engage  that,  in  all  disputed  questions  of  any 
considerable  importance,  the  two  states  shall  have  recourse  to  an  arbitra- 
tion. Questions  before  being  settled  by  arbitration  may,  by  common 
agreement  between  the  two  Governments,  be  submitted  to  arbiters  ad  hoc, 
or  else  shall  be  brought  before  the  Court  of  International  Justice. 

Art.  7.  Reciprocal  engagement  is  taken  by  the  two  states  that  no 
new  agreement  contravening  the  present  agreement  shall  be  concluded 
by  them  with  other  states. 

Art.  8.  The  duration  of  the  present  agreement  is  five  years,  dating 
from  the  exchange  of  ratifications,  but  each  of  the  two  Governments  is 
at  liberty  to  denounce  it  after  two  years  upon  givmg  the  other  state  six 
months'  notice  in  advance. 

Art.  9.  The  present  agreement  shall  be  ratified  and  the  instruments 
of  ratification  shall  be  exchanged  as  soon  as  possible. 

In  faith  whereof,  the  plenipotentiaries  have  signed  the  present  agree- 
ment and  have  affixed  their  seals  thereto. 

Done  in  duplicate  at  Prague,  November  6,  1921. 

(Signed)    Edouard  Benesh.       Constantin  Skirmunt. 
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3.    Czechoslovakia  and  Austria 

\ustria  was  the  next  state  vdth  which  such  an  agreement  was 
sought  bv  Czechoslovakia.  The  move  was  noteworthy  because 
it  was  the  first  move  by  any  of  the  victorious  powers  on  the  en- 
tirelv  normal  basis  of  customarv-  peaceful  relations.  The  under- 
taking to  "carr\-  out  in  full"  the  treaty  of  St.  Germam-en-Laye 
is  perhaps  quixotic,  since  all  active  financial  provisions  of  that 
treaty  were  alreadv  suspended  by  agreement;  but  that  may  be  re- 
garded as  a  declaration  of  principle.  This  agreement  also  pro- 
vides for  settlement  of  all  disputes.  It  was  signed  at  Prague  on 
December  16,  19il,  and  is  as  follows^: 

The  Govermnent  of  the  Czechoslovak  Republic  on  the  one  part  and 
the  Government  of  the  Federal  Republic  of  Austria  on  the  other  part, 
with  a  view  to  maintaining  peace  in  Europe  and  to  regulating  theu- 
mutual  political  and  economic  relations,  have  arranged  to  conclude  a 
political  agreement  and  have  for  this  purpose  appointed  as  their 
Plenipotentiaries : 

The  President  of  the  Czechoslovak  Repubhc: 

M.  Edouard  Benesh,  the  President  of  the  Council  and  Minister  for 
Foreign  Affairs; 

The  Federal  President  of  the  Republic  of  Austria: 

M.  Jean  Schober,  Federal  Chancellor  and  Director  of  the  Federal 
Ministry  for  Foreign  Affairs, 

who  having  exchanged  their  full  powers,  found  in  good  and  due  form, 
have  agreed  upon  the  following  provisions: 

Article  I.  Both  states  undertake  to  carry  out  in  full  all  the  pro^^sions 
of  the  treaty  of  peace  concluded  with  Austria  at  St.  Germain-en-Laye 
on  September  10,  1919,  and  the  treaty  of  peace  concluded  with  Hungary 
at  Trianon  on  June  4,  19'20. 

Art.  U.  The  two  states  mutually  guarantee  their  territories  as  fixed 
by  the  treaties  of  peace  referred  to  in  Art.  I;  and,  with  a  view  to  main- 
taining peace  and  safeguarding  the  integrity  of  these  territories,  they 
undertake  to  afford  each  other  mutual  pohtical  and  diplomatic  support. 

Art.  III.  Each  state  undertakes  to  remain  neutral  should  the  other 
be  compelled  to  defend  itself  against  attack. 

i  Art.  IV.  Both  states  undertake  not  to  tolerate  on  their  territories 
any  pohtical  or  military  organization  directed  against  the  integrity  and 
security  of  the  other  contracting  party.    They  agree  to  work  together 


'League  of  Nations,  Treaty  Series,  IX,  257. 
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and  afiford  each  other  mutual  aid  against  any  plans  or  attempts  to  restore 
the  former  regime,  either  as  regards  foreign  and  domestic  policy,  or  in 
respect  of  the  form  of  the  state  and  of  Government.  The  competent 
authorities  of  both  states  shall  afford  each  other  mutual  assistance  in 
effectively  combating  secret  intrigues  having  this  object. 

Art.  V.  The  Czechoslovak  Republic  will  communicate  to  the  Federal 
Republic  of  Austria  certain  political  and  economic  conventions  which  the 
Czechoslovak  Republic  has  concluded  with  the  Kingdom  of  the  Serbs, 
Croats  and  Slovenes,  the  Kingdom  of  Rumania  and  the  Republic  of  Po- 
land. Similar  conventions  concluded  by  the  Federal  Republic  of  Austria 
shall  be  communicated  to  the  Czechoslovak  Republic. 

Art.  VI.  Both  states  undertake  to  enforce  the  observance  of  agree- 
ments concluded  or  to  be  concluded  for  the  settlement  of  economic  and 
financial  questions,  or  of  questions  relating  to  minorities,  and  to  arrive 
at  an  understanding  as  soon  as  possible  with  regard  to  any  disputes 
which  may  not  yet  have  been  settled. 

Art.  VII.  Should  disputes  arise  between  the  two  states  after  the 
conclusion  of  the  present  agreement,  the  two  Governments  undertake  to 
endeavor  to  settle  them  by  amicable  arrangement;  they  will  if  need  be 
submit  the  dispute  to  the  Permanent  Court  of  International  Justice  or 
to  an  arbitrator  or  arbitrators  chosen  ad  hoc. 

Art.  VIII.  Each  state  undertakes  not  to  conclude  with  any  other 
state  any  agreement  which  would  conflict  with  the  Agreement  now  entered 
into  by  the  two  contracting  parties.  They  further  declare  that  the  present 
Agreement  is  not  in  conflict  with  agreements  previously  concluded. 

Art.  IX.  The  present  agreement  is  concluded  for  a  period  of  five 
years  dating  from  the  day  on  which  the  instruments  of  ratification  are 
exchanged;  after  a  period  of  three  years  dating  from  the  said  date,  each 
of  the  contracting  parties  is  free  to  denounce  the  present  Agreement, 
six  months'  notice  being  given. 

Art.  X.  The  present  agreement  shaU  be  ratified  and  the  instruments 
of  ratifications  shall  be  exchanged  at  Prague  as  soon  as  possible. 

Art.  XI.  The  present  agreement  shall  be  commimicated  to  the  League 
of  Nations. 

In  witness  whereof  the  two  plenipotentiaries  have  signed  the  present 
agreement  and  aflSxed  their  seals  thereto 

Done  iu  duplicate  at  Prague  on  December  16,  1921. 

(l.s.)    Dr.  Edouard  Benesh.       (l.s.)  Schobeb. 


IX.    THE  PACIFIC  PACT 


\NTien  the  United  States  took  the  initiative  in  the  summer  of 
1951  in  palling  a  conference  on  the  limitation  of  armament,  the 
invitation  specified  that  Far  Eastern  questions  would  also  be  con- 
sidered by  the  conference.  The  first  completed  work  of  the  con- 
ference in  treaty  form  was  a  document  technically  entitled  a  treaty 
relating  to  the  insular  possessions  and  the  insular  dominions  of 
the  contracting  states  in  the  region  of  the  Pacific  Ocean. 

There  was  much  discussion  in  the  United  States  as  to  whether 
or  not  this  was  an  alliance.  Its  entrance  into  force  has  the  effect 
of  ending  the  Anglo-Japanese  alliance.  The  prevailing  American 
opinion  eventually  arrived  at  was  that  the  definite  pro\Tsion  that 
there  should  be  an  understanding  as  to  the  most  efficient  measures 
to  be  taken  with  respect  to  aggressive  action  constituted  a  satis- 
factorj'  distinction  between  this  treaty  and  an  alliance.  The  treaty 
itself  reads': 

The  United  States  of  America,  the  British  Empire,  France  and  Japan, 
With  a  view  to  the  preservation  of  the  general  peace  and  the  main- 
tenance of  their  rights  in  relation  to  their  insular  possessions  and  insular 
dominions  in  the  region  of  the  Pacific  Ocean, 

Have  determined  to  conclude  a  treaty  to  this  eflFect  and  have  appointed 
as  their  plenipotentiaries : 

[Here  follows  list  of  names  and  titles.] 

Who,  havLag  communicated  their  full  powers,  found  in  good  and  due 
form,  have  agreed  as  follows: 

I.  The  high  contracting  parties  agree  as  between  themselves  to 
respect  their  rights  in  relation  to  their  insular  possessions  and  insular 
dominions  in  the  region  of  the  Pacific  Ocean. 

If  there  should  develop  between  any  of  the  high  contracting  parties 
a  controversy  arising  out  of  any  Pacific  question  and  involving  their 
said  rights  which  is  not  satisfactorily  settled  by  diplomacy  and  is  likely 
to  affect  the  harmonious  accord  now  happUy  subsisting  between  them, 
they  shall  invite  the  other  high  contracting  parties  to  a  joint  con- 
ference to  which  the  whole  subject  wUl  be  referred  for  consideration  and 
adjustment. 


'Sen.  Doc  126,  67th  Cong.,  2nd  sess.,  p.  889. 
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n.  If  the  said  rights  are  threatened  by  the  aggressive  action  of  any 
other  power,  the  high  contracting  parties  shall  communicate  with  one 
another  fully  and  frankly  in  order  to  arrive  at  an  imderstanding  as  to  the 
most  efficient  measures  to  be  taken,  jointly  or  separately,  to  meet  the 
exigencies  of  the  particular  situation. 

in.  This  treaty  shall  remain  in  force  for  ten  years  from  the  time  it 
shall  take  effect,  and  after  the  expiration  of  said  period  it  shall  continue 
to  be  in  force  subject  to  the  right  of  any  of  the  high  contracting  parties 
to  terminate  it  upon  twelve  months'  notice. 

IV.  This  treaty  shall  be  ratified  as  soon  as  possible  in  accordance 
with  the  constitutional  methods  of  the  high  contracting  parties  and  shall 
take  effect  on  the  deposit  of  ratifications,  which  shall  take  place  at  Wash- 
ington, and  thereupon  the  agreement  between  Great  Britain  and  Japan, 
which  was  concluded  at  London  on  July  13,  1911,  shall  terminate.  The 
Government  of  the  United  States  will  transmit  to  all  the  signatory 
powers  a  certified  copy  of  the  proces-verbal  of  the  deposit  of  ratifications. 

The  present  treaty,  in  French  and  in  English,  shall  remain  deposited 
in  the  archives  of  the  Government  of  the  United  States,  and  duly  certified 
copies  thereof  will  be  transmitted  by  that  Government  to  each  of  the 
signatory  powers. 

In  faith  whereof  the  above  named  plenipotentiaries  have  signed  the 
present  treaty. 

Done  at  the  City  of  Washington,  the  thirteenth  day  of  December, 
One  Thousand  Nine  Hundred  and  Twenty-One. 


Chables  Evans  Hughes 

Henry  Cabot  Lodge. 

Oscar  W  Underwood 

Elihxj  Eoot 

A  M  James  Balfour 

Lee  of  Fareha&i. 

A.  C.  Geddes 

R.  L.  Borden. 

G.  F.  Pearce 

John  W  Salmond 

A  M  James  Balfour 

V  S  Srinivasa  Sastri 

Rene  Vivlvni 

A.  Sarraut 

Jusserand 

T.  Kato 

K.  Shidehara. 

TOKUGAWA  IyESATO 

M.  Hanihara 


[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 


[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.S.] 
[L.8.] 


LEAGUE  OF  NATIONS 


159 


The  treaty  was  much  discussed  in  the  United  States  immediately 
after  it  was'  signed  and  made  public.  One  of  the  preoccupations 
of  the  American  press  was  to  conjecture  whether  Japan  secured 
an  advantage  under  the  treaty,  so  that  its  metropohtan  island 
area  would  be  included  in  the  term  "insular  possessions."  As 
none  of  the  other  states  parties  to  the  treaty  were  island  empires, 
the  interpretation  referred  to  would  have  the  effect  of  giving 
Japan  a  guaranty  of  her  mainland  which  was  possessed  by  none 
of  the  others.  The  question  was  put  to  President  Harding  at 
one  of  the  biweekly  interviews  of  correspondents  with  the  Chief 
Executive.  The  President  was  positive  that  the  Japanese  main- 
land was  not  included  in  the  treaty  of  guaranty.  The  cor- 
respondents, however,  immediately  learned  that  the  American 
plenipotentiaries  were  of  the  opposite  opinion.  The  American 
pubUc  was  favorable  to  the  President's  interpretation,  and  it 
therefore  transpired  that  at  the  close  of  the  conference  a  sup- 
plementan,-  treaty  was  signed  on  Februarj'  6,  1922,  in  the 
following  terms^ : 

The  United  States  of  America,  the  British  Empire,  France  and  Japan 
have,  through  their  respective  plenipotentiaries,  agreed  upon  the  follow- 
ing stipulations  supplementary  to  the  quadruple  treaty  signed  at  Wash- 
ington on  December  13,  19'21 : 

The  term  "insular  possessions  and  insular  dominions"  used  in  the 
aforesaid  treaty  shall,  in  its  application  to  Japan,  include  only  Karafuto 
(or  the  southern  portion  of  the  island  of  Sakhalin),  Formosa  and  the 
Pescadores,  and  the  islands  under  the  mandate  of  Japan. 

The  present  agreement  shall  have  the  same  force  and  effect  as  the 
said  treaty  to  which  it  is  supplementary. 

The  provisions  of  Article  IV  of  the  aforesaid  treaty  of  December 
13,  1921,  relating  to  ratification  shall  be  applicable  to  the  present  agree- 
ment, which  in  French  and  English  shall  remain  deposited  in  the  archives 
of  the  Government  of  the  United  States,  and  duly  certified  copies  thereof 
shall  be  transmitted  by  that  Government  to  each  of  the  other  contracting 
powers. 

In  faith  whereof  the  respective  plenipotentiaries  have  signed  the 
present  agreement. 

Done  at  the  City  of  Washmgton,  the  sixth  day  of  February,  One 
Thousand  Nme  Hundred  and  Twenty-two. 


•Sen.  Doc.  126.  67th  Cong.,  2nd  sess.,  p.  892. 
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When  the  Senate  of  the  United  States  came  to  consider  the 
treaty  it  advised  and  consented  to  ratification  with  the  following 
interpretative  reservation : 

The  United  States  understands  that  under  the  statement  in  the  pre- 
amble or  under  the  terms  of  this  treaty  there  is  no  commitment  to  armed 
force,  no  alliance,  no  obligation  to  join  in  any  defense. 

No  other  state  felt  any  such  doubt,  and  the  ratifications  of  the 
other  parties  contain  no  similar  attempts  at  interpretation. 

In  signing  the  treaty,  the  delegates  of  the  United  States  felt 
it  desirable  to  specify  two  points  upon  which  the  Washington 
Government  particularly  mshed  to  insist  in  order  to  meet  the  point 
of  view  of  the  Senate.  These  points  were  accepted  by  the  other 
Governments,  and  the  following  declaration  was  accordingly 
signed  simultaneously  with  the  treaty  and  by  the  same  plem- 
potentiaries^ : 

In  signing  the  treaty  this  day  between  The  United  States  of  America, 
The  British  Empire,  France  and  Japan,  it  is  declared  to  be  the  under- 
standing and  intent  of  the  signatory  powers:  ,    t)  •« 

1  That  the  treatv  shall  apply  to  the  mandated  islands  m  the  Facihc 
Ocean;  provided,  however,  that  the  making  of  the  treaty  shall  not  be 
deemed  to  be  an  assent  on  the  part  of  The  United  States  of  America  to 
the  mandates  and  shall  not  preclude  agreements  bet^-een  the  United 
States  of  America  and  the  mandatory  powers  respectively  m  relation  to 

the  mandated  islands.  i    /  a      i  t 

2.  That  the  controversies  to  which  the  second  paragraph  of  Article  i 
refers  shall  not  be  taken  to  embrace  questions  which  accordmg  to 
principles  of  mternational  law  lie  exclusively  within  the  domestic  jurisdic- 
tion of  the  respective  powers. 

The  United  States  Senate  did  not  regard  this  declaration  as 
sufficient,  and  in  advising  and  consenting  to  the  ratification  of  the 
treaty,  repeated  these  terms  as  a  part  and  condition  of  its  resolution 
respecting  the  supplementary  treaty.  ,    ,  ,  i- 

The  four  states  parties  to  this  Pacific  treaty  had  dra^Ti  a  line 
between  themselves  and  other  states  having  possessions  among  the 
islands  of  the  Far  East.    The  Netherlands  and  Portugal,  both 
represented  at  the  Washington  Conference,  have  such  possessions. 
Those  two  Governments,  reflecting  the  pubUc  opmion  of  their 

•Sen.  Doc.  126,  67th  Cong.,  2nd  sess.,  p.  892. 
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peoples,  raised  tlie  question  as  to  why  they  were  not  included  in 
the  agreement.  Public  opinion  in  those  countries  went  so  far  as 
to  consider  whether  the  bigger  states  had  not  excluded  these  two 
small  ones  with  a  view  to  the  acquisition  of  their  ternto^^^  To 
allay  all  doubts  the  American,  British,  French  and  Japanese 
ministers  presented  to  the  minister  for  foreign  affairs  of  the  Nether- 
lands on  Februarj'  4,  IQ^-Z,  and  to  the  minister  for  foreign  affairs 
of  Portugal  on  February-  6,  identic  notes,  mutatis  mutandis,  in 
the  follo\\-ing  termsh 

The  United  States  of  America  have  concluded  on  December  13,  1921, 
with  the  British  Empire,  France,  and  Japan,  a  treaty,  with  a  view  to  the 
preservation  of  the  general  peace  and  the  maintenance  of  their  rights 
in  relation  to  their  insular  possessions  and  insular  dominions  in  the 
region  of  the  Pacific  Ocean.  They  have  agreed  thereby  as  between 
themselves  to  respect  their  rights  in  relation  to  these  possessions  and 
dominions. 

The  Netherlands  not  being  signatory  to  the  said  treaty  and  the  Nether- 
lands possessions  in  the  region  of  the  Pacific  Ocean  therefore  not  being 
included  in  the  agreement  referred  to,  the  Government  of  the  United 
States  of  America,  anxious  to  forestall  any  conclusion  contrary  to  the 
spirit  of  the  treaty,  desires  to  declare  that  it  is  firmly  resolved  to  respect 
the  rights  of  the  Netherlands  in  relation  to  their  insular  possessions  in 
the  region  of  the  Pacific  Ocean. 

The  favorable  action  of  the  French  Parhament  upon  this 
treaty,  just  before  the  summer  recess,  which  began  July  14,  1933, 
completed  all  requisites  for  the  exchange  of  ratifications  of  the 
treaty;  and  this  will  be  effected  at  Washington  at  a  time  convenient 
to  the  parties. 


'Sen.  Doc.  128,  67th  Cong.,  2nd  sess.,  p.  3. 
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THE  COUNXIL  OF  THE  LEAGUE  OF  NATIONS 

.\ND  CORFU 


By  A.  Lawren'ce  Lowell 
Many  earnest  friends  of  the  League  of  Nations  were  at 
first  disappointed  that  it  did  not  take  more  decisive  action 
in  the  Italo-Greek  crisis.  This  was,  indeed,  at  the  time 
the  feeUng  of  the  writer:  but  before  forming  an  opinion 
on  the  subject,  it  is  important  to  consider  the  nature  of 
the  problem  presented  to  the  League. 

Vslien  the  Council  met  it  was  confronted  by  a  condition 
not  more  unexpected  politically  than  it  was  in  its  legal 
aspect.    "With  the  occupation  of  Corfu  in  mind,  it  is  im- 
possible, in  reading  the  articles  of  the  Covenant,  not  to 
see  that  its  framers  contemplated  no  hostile  movements 
except  war.    'When  they  speak  of  aggression,  of  rupture, 
of  a  resort  to  war,  they  evidently  had  in  mind  in  all  three 
cases  the  same  class  of  action.    To  the  ordinary  man  any 
aggression  by  one  state  upon  another  seems  to  be  an  act 
of  war,  and  the  committing  of  such  an  act  to  cause  a  state 
of  war;  but  the  rules  of  international  law  recognize  hostile 
acts  by  one  nation  upon  another  which  do  not  constitute 
war,  although  they  may  be  treated  as  war  by  the  offended 
party  if  it  pleases.    Such  are  reprisals  by  one  state  upon 
another  to  prevent  the  repetition  of  offensive  acts,  to  secure 
reparation  for  such  acts,  or  to  compel  the  performance  of  an 
obligation.    "An  act  of  reprisal  may  be  performed  against 
anything  and   everything  that  belongs  to  or  is  due  the 
dehnquent  state  or  its  citizens."^ 

'Oppenheim,  International  Law  (3d  Ed.),  Vol.  2,  p.  48. 
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One  of  the  best-known  forms  of  such  a  reprisal,  one  that 
can  be  put  into  effect  without  involving  a  condition  of  war, 
is  what  is  known  as  "pacific  blockade."  This  practice  was 
first  used  by  England  in  1827,  and  during  the  last  century 
was  resorted  to  about  a  dozen  times,  in  most  cases  without 
leading  to  war.  A  description  of  it,  and  a  discussion  of 
the  rights  and  duties  to  which  it  gives  rise  as  between  the 
nations  concerned,  and  the  extent  to  which  it  affects  neutral 
vessels,  may  be  found  in  any  treatise  on  international  law. 

Another  form  of  reprisal  that  has  been  less  frequently 
resorted  to  is  that  of  a  forcible  but  temporary  occupation 
of  the  territory  of  the  delinquent  state  in  order  to  compel 
it  to  perform  its  obligations,  or  make  redress  for  an  injury. 

To  cite  three  recent  instances  of  such  acts  on  the  part 
of  great  nations:  In  March,  1895,  the  British  minister  in 
Central  America  presented  to  the  Government  of  Nicaragua 
an  ultimatum  demanding  $15,500  reparation  for  the  ex- 
pulsion of  Hatch,  the  British  vice  consul  at  Bluefields, 
and  for  other  injuries.  The  Government  of  Nicaragua  refus- 
ing to  comply,  three  British  warships  landed  marines  and 
occupied  the  town  of  Corinto.  After  an  occupation  of 
about  a  month,  Nicaragua  accepted  the  ultimatum  and  the 
British  forces  withdrew. 

Another  instance  occurred  in  1901.  Owing  to  the  failure 
of  the  Turkish  Government  to  carry  out  certain  engage- 
ments made  by  its  foreign  minister  in  regard  to  the  claims 
of  French  merchants,  the  French  Ambassador  was  recalled 
from  Constantinople  in  September  and  the  Turkish  minis- 
ter at  Paris  received  his  passports.  A  few  weeks  later, 
on  November  5th,  Admiral  Caillard  occupied  Mytilene, 
seizing  the  custom-house  buildings,  and  in  three  days 
Turkey  yielded  on  all  points. 

The  last  case  before  Corfu  was  the  occupation  of  Vera 
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Cruz  bv  the  United  States  troops  in  1914.  This  resulted 
from  the  arrest  bv  Mexican  authorities  of  two  American 
sailors  at  Tampico.  Thereupon,  on  April  21st,  Lnited 
States  troops  were  landed  at  Vera  Cruz,  and  a  conflict 
ensued  vdth  the  Mexican  troops.  It  is  notable  that  in  this 
case  the  employment  of  armed  forces  by  President  \Mlson 
was  approved  bv  a  resolution  of  Congress,  which,  however, 
expressly  declared  that  "the  United  States  disclaims  any 
hostihty  to  the  Mexican  people  or  any  purpose  to  make 
war  upon  Mexico." 

The  Italian  Government  claimed  that  its  action  was  in 
accordance  with  the  precedents  thus  set.  General  Tellini 
and  his  companions  were  shot  while  on  Greek  soil,  and 
the  Italian  Government  demanded  redress,  which  Greece 
refused.  Thereupon  Italy  seized  Corfu,  declaring  that  it 
was  a  temporary  occupation  made  to  secure  a  pledge,  and 
was  not  intended  as  war. 

Now  let  us  consider  the  pro\'isions  of  the  Covenant  and 
the  position  of  the  League;  for  the  question  was  not  whether 
the  action  of  Italy  was  justifiable  or  not,  but  what  action 
the  League  was  under  an  obligation  to  take,  and  what 
action  it  was  at  liberty  to  take,  under  the  circumstances. 
Article  X  of  the  League  covenant  provides: 

The  Members  of  the  League  undertake  to  respect  and]  preserve 
as  against  external  aggression  the  territorial  integrity  and  existing 
political  independence  of  aU  Members  of  the  League.  In  case  of 
any  such  aggression  or  in  case  of  any  threat  or  danger  of  such 
aggression,  the  Council  shall  advise  upon  the  means  by  which  this 
obligation  shall  be  fulfilled. 

By  external  aggression  the  framers  must  be  supposed  to 
have  had  in  mind  acts  of  war;  and  by  preserving  the  terri- 
torial integrity  they  must  be  supposed  to  have  intended 
the  prevention  of  permanent  seizure  of  territory,  because 
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one  can  hardly  assume  that  they  meant  to  include  under 
aggression — and  thereby  abolish — a  well-recognized  prac- 
tice of  pacific  reprisals.  If  they  had  intended  such  a  change 
in  international  law,  they  would  doubtless  have  said  so. 

Much  the  same  may  be  said  of  Article  XVI.  When  con- 
flicts or  disputes  hkely  to  lead  to  war  occur  between  na- 
tions, the  Covenant  prescribes  two  distinct  courses  of 
action,  and  two  different  obligations  have  been  assumed 
by  the  League  or  its  members.  One  of  them  arises  under 
Article  XVI,  where  one  nation,  contrary  to  the  provisions 
of  the  Covenant,  has  resorted  to  war  against  another. 
Although  this  would  not  usually  happen  until  the  Council 
of  the  League  had  had  an  opportunity  to  bring  about  a 
peaceful  adjustment  of  the  dispute,  it  may  at  times  be  other- 
wise, and  was  in  this  case.  In  the  controversy  between 
Italy  and  Greece  the  occupation  of  Corfu  did  in  fact  take 
place  so  quickly  after  the  murder  of  the  Itahan  officers 
that  the  Council  of  the  League  had  no  opportunity  to 
intervene  before  it  occurred.  It  is  well  therefore  to  examine 
Article  XVI  carefully  inasmuch  as,  if  applicable,  it  would 
seem  to  have  called  for  immediate  action.  The  first  para- 
graph of  that  article  reads: 

Should  any  Member  of  the  League  resort  to  war  in  disregard 
of  its  covenants  under  Articles  12,  13  or  15,  it  shall  ipso  facto  be 
deemed  to  have  committed  an  act  of  war  against  all  other  Members 
of  the  League,  which  hereby  undertake  immediately  to  subject 
it  to  the  severance  of  all  trade  or  financial  relations,  the  prohibition 
of  all  intercourse  between  their  nationals  and  the  nationals  of  the 
covenant-breaking  State,  and  the  prevention  of  all  financial,  com- 
mercial or  personal  intercourse  between  the  nationals  of  the 
covenant-breaking  State  and  the  nationals  of  any  other  State, 
whether  a  Member  of  the  League  or  not. 

Two  things  may  be  observed  about  these  terms.  First, 
that  the  obligation  rests,  not  upon  the  Council,  but  upon 
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the  several  Members  of  the  League,  the  Council  being 
merely  authorized  by  the  second  paragraph  "to  recommend 
to  the  several  Governments  concerned"  what  military 
force  they  shall  severally  contribute.  Each  of  the  Mem- 
bers agrees,  when  the  condition  arises,  to  boycott,  or  m 
effect  blockade,  the  offending  nation.  The  obligation  is 
joint  and  several  on  the  part  of  the  Members,  and  is  abso- 
lute; but  clearly  they  must  be  satisfied  in  their  own  convic- 
tions that  the  condition  calling  for  action  has  in  fact  arisen. 
In  the  second  place,  it  may  be  observed  that  the  obligation 
to  boycott  or  blockade  attaches  only  if  the  offending  nation 
actually  resorts  to  war.  Obviously,  the  drastic  action 
provided  for  by  the  article  is  not  to  be  undertaken  unless 
the  resort  to  war  is  perfectly  clear.  It  is  not  enough  for  a 
nation  to  claim  that  it  has  been  attacked,  or  that  hostile 
acts  have  been  committed  on  its  territory,  unless  those 
acts  constitute  clearly  a  resort  to  war.^ 

Now,  as  we  have  seen,  Italy  claimed  that  the  seizure 
of  Corfu  was  not  a  resort  to  war.  but  a  specific  reprisal; 
and  in  view  of  the  precedents  cited  for  such  action,  it  was 
impossible  to  assert  that  it  was  clearly  a  resort  to  war  as 
the  term  is  used  in  international  law.  It  is  unreasonable 
to  blame  the  League  for  not  instantly  acting  on  the  theory 
that  the  claim  of  Italy  was  wrong,  and  that  her  conduct 
was  undoubtedly  a  resort  to  war,  when  France,  England 
and  the  United  States  had  done  similar  acts,  insisting  that 

'It  is  interesting  to  observe  that  Nicolas  Politis,  the  Greek  representative  on 
the  Council,  speaking  at  the  afternoon  meeting  of  the  Council  on  September  1, 
192.3,  took  substantially  this  position: 

"I  am  aware  that  in  an  official  communique  published,  I  believe,  yesterday  at 
Rome,  the  acts  of  violence  which  have  just  been  committed  against  Greece  are 
described  as  paci6c  acts  of  a  temporary  character. 

".  .  .  The  Greek  Government  was  accordingly  inclined  to  profit  by  the  doubt 
which  might  exist  as  to  the  character  of  the  acts  committed  by  the  Italian  Govern- 
ment, in  order  not  to  take  the  initiative  in  asking  for  the  application  of  Article 
16  " 
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they  were  not  war.  It  is  unfair,  therefore,  to  say  that 
under  these  conditions  the  Members  of  the  League  were 
bound  to  put  Article  XVI  into  effect,  that  not  to  do  so 
was  a  failure  to  carry  out  the  obligations  of  the  Covenant, 
or  that  these  will  not  be  lived  up  to  in  the  future.  The 
controversy  has  drawn  the  attention  of  the  world  to  a 
condition  of  international  law  which  permits  compulsion 
through  hostile  acts  by  a  large  nation  against  a  smaller 
one  without  incurring  the  responsibility  of  war, — action 
which  a  smaller  nation  can  not  take  against  a  larger  one 
because  it  would  inevitably  result  in  war  and  defeat.  With 
a  League  of  Nations  ready  to  inquire  and  adjudge  in  cases 
of  grievance,  there  should  be  no  reason  why  a  large  nation 
should  be  at  liberty  to  resort  to  forcible  measures  of  com- 
pulsion against  a  smaller  one. 

The  other  provisions  of  the  Covenant  in  regard  to  dis- 
putes likely  to  lead  to  war  are  found  in  Articles  XI-XV  of 
the  Covenant  which  deal  with  attempts  to  prevent  war  by 
adjusting  disputes  before  hostilities  have  taken  place.  Evi- 
dently they  do  not  contemplate  a  case  of  pacific  aggression 
such  as  Italy  claimed  had  occurred  in  her  occupation  of 
Corfu,  but  they  cover  such  a  case.  The  provisions  of  these 
articles  are  of  quite  a  different  character  from  that  of 
Article  XVI,  for  they  impose  no  immediate  obligations 
upon  the  several  members  of  the  League  not  parties  to 
the  dispute,  but  prescribe  the  duties  of  the  Council,  and, 
if  need  be,  of  the  Assembly.  Italy  claimed  that  the  Council 
had  no  jurisdiction  in  the  case,  because  it  had  already  been  re- 
ferred to  the  Conference  of  Ambassadors;  but  this  can  hardly 
be  maintained  in  view  of  the  provision  in  Article  XI  that 
it  is  "the  friendly  right  of  each  Member  of  the  League 
to  bring  to  the  attention  of  the  Assembly  or  of  the  Coun- 
cil any  circumstance  whatever  affecting  international  rela- 
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tions  which  threatens  to  disturb  international  peace  or  the 
good  understanding  between  nations  upon  which  peace 
depends."  It  can  hardly  be  contended  that  the  seizure  of 
Corfu  did  not  threaten  to  disturb  international  peace;  nor 
that  if  it  is  the  friendly  right  of  a  member  to  bring  the 
matter  to  the  attention  of  the  League,  the  League  has  no 
right  to  discuss  it  and  take  action.  Yet  that  was  in  effect 
Italy's  claim.  The  fact  that  a  third  party  is  stri\-ing  to 
adjust  the  dispute  may  be  a  very  exceUent  reason  why  it 
should  be  inexpedient  for  the  Council  to  take  action,  but  it 
is  certainly  not  one  that  destroys  its  legal  right  to  consider 
the  matter. 

On  the  other  hand,  the  procedure  of  the  Council  is  not 
prescribed.  It  is  clearly  at  liberty  to  resort  to  any  means 
it  thinks  best  for  bringing  about  a  peaceful  solution;  and 
if,  as  in  this  case,  the  parties  to  the  dispute  have  agreed 
to  lay  the  question  before  any  other  body,  the  Council  is 
wholly  justified  in  waiting  to  see  whether  an  adjustment 
can  or  can  not  be  reached  in  that  way.  Its  duty  is  simply, 
by  the  best  method  it  can  find,  to  reduce  friction  and  assure 
a  just  peace.  This  is  what  the  Council  did  in  the  dispute 
between  Italy  and  Greece. 


HOW  THE  LEAGUE  OF  NATIONS  I^IET  THE 
CORFU  CRISIS! 

By  Manley  O.  Hudson 

It  depends  on  what  one  thinks  the  League  of  Nations  is. 
Those  people  who  regard  it  as  a  superstate  must  of  course 
be  disappointed  in  the  part  which  the  League  has  played  in 
the  Greco-Italian  crisis.  A  superstate  would  doubtless 
have  demonstrated  against  the  Italians  in  Corfu  with  an 
internationalized  British-French-Japanese  navy.  But  those 
people  who  regard  the  League  as  a  method  of  international 
Hfe,  who  beheve  in  maintaining  it  as  a  machinery  for  con- 
ference, consultation  and  conciliation,  may  take  satisfaction 
in  the  record  which  the  League  has  recently  made.  For 
the  new  method  of  handling  international  crises  has  been 
put  to  a  test,  the  macliinery  has  worked,  and  the  outcome  is 
on  the  whole  gratifying.  The  world  has  passed  through 
another  Serajevo.  It  has  read  another  ultimatum  and  seen 
another  failure  to  comply  with  it.  It  has  lived  through  an- 
other attempt  to  use  the  strong-arm  tactics.  But  it  has 
escaped  another  war. 

The  facts  need  summarizing,  and  one  must  dig  himself 
out  of  a  morass  of  misplaced  emphasis  and  misleading 
headlines.  I  shall  use  the  official  documents  for  this 
purpose. 

The  Conference  of  Ajmbassadoks  and  Albania 

A  commission  composed  of  representatives  of  several 
allied  countries  had  been  sent  to  Albania  by  the  Conference 

^Reprinted,  with  revision,  from  the  New  York  Times  of  October  7,  1923. 
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of  \mbassadors,  to  delimit  on  the  spot  the  boundary  between 
Albania  and  Greece.    ^^Tiat  is  this  Conference  of  Ambassa- 
dors?   One  will  not  find  its  powers  and  functions  defined  or 
established  by  any  formal  document.    It  is  a  self-appointed 
body,  acting  sometimes  in  the  name  of  "the  Powers,"  but 
usually  in  the  name  of  "the  Alhed  Powers."    When  the 
Supreme  Council  of  AUied  Premiers  and  first  delegates  to  the 
Peace  Conference  had  dissolved,  the  ambassadors  of  Great 
Britain,  Italy  and  Japan  at  Paris,  with  a  prominent  rep- 
resentative of  the  French  Foreign  Office,  continued  to  meet 
at  the  Quai  d'Orsay  to  deal  with  questions  relating  to  the 
completion  and  the  execution  of  the  peace  treaties  and  with 
other  questions  of  "general  interest."   For  a  time  the  Amer- 
can  ambassador  participated;  latterly  a  representative  of 
the  American  Embassy  has  usually  attended  to  keep  the 
Washington  Government  informed,  and  occasionally  to  ex- 
press its  views.   Diplomatic  representatives  of  other  Powers 
have  occasionally  participated  in  the  Conference,  when 
questions  especially  affecting  them  were  being  considered. 

Origin  of  the  Dispute 

Before  the  War,  in  1913,  a  conference  of  the  ambassadors 
of  the  Powers  at  London  had  set  up  Albania  as  a  new  state; 
but  its  boundaries  had  not  all  been  definitively  laid  out  on  the 
ground  when  the  War  again  threw  the  whole  question  of 
Albania  into  the  cauldron.  The  Peace  Conference  found  no 
time  to  deal  with  this  waif  on  the  international  doorstep. 
So  the  problem  of  Albania  was  one  of  the  "matters  of 
general  interest"  to  come  before  the  Conference  of  Am- 
bassadors. The  Albanians  themselves  petitioned  to  have 
an  international  settlement  of  their  position.  When  the 
attempts  of  various  Powers  to  carve  up  Albania  had  ceased, 
when  she  had  been  admitted  to  membership  in  the  League 
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of  Nations,  the  Conference  of  Ambassadors  proceeded  to 
establish  her  boundaries  and  to  carry  through  the  necessary 
negotiations  to  have  them  agreed  to  by  her  neighbors.  It 
was  in  the  period  of  these  negotiations  that  the  Council  of 
the  League  successfully  intervened  in  1921,  to  prevent  a  war 
between  Jugo-Slavia  and  Albania  in  which  other  countries 
might  have  joined.  A  delimitation  commission  was  sent  out 
by  the  Conference  of  Ambassadors  to  fix  on  the  spot  the 
boundary  between  Albania  and  Greece,  and  it  was  the 
Italian  members  of  this  commission  who  were  shot  and 
killed  by  an  unknown  person  on  Greek  soil  a  few  miles  from 
the  Albanian  frontier,  on  August  27,  1923. 

The  horror  of  the  murder  immediately  sent  a  shudder 
through  the  people  of  Italy,  and  Italian  opinion  was  soon 
wrapped  in  a  flame  of  indignation.  There  was  already  a 
great  deal  of  anti-Greek  feeling  in  Italy.  The  difficulties 
about  the  Dodecanese  Islands  and  other  questions  had  not 
helped  the  governmental  relations  of  the  two  countries.  A 
revolution  had  recently  occurred  in  Greece,  and  the  Greeks 
were  distrusted  by  the  Italians.  In  fact,  the  general  attitude 
in  Italy  toward  the  Greeks  was  very  similar  to  the  general 
attitude  in  the  United  States  toward  the  Mexican  "greas- 
ers" in  1914  and  1915.  Moreover,  a  government  was  in 
power  in  Italy  which  was  making  a  great  effort  to  restore 
Italian  pride  and  prestige,  and  to  convince  the  world  that 
Italy  was  in  fact  as  well  as  in  form  a  Great  Power.  Many 
Italians  have  felt  that  Italy  was  used  in  the  war  by  other 
Powers  and  then  taken  on  a  snipe  hunt  during  the  Peace 
Conference.  They  were  glad  of  an  opportunity  therefore 
for  their  government  to  exert  its  independent  will.  Greece's 
action  offered  a  special  opportunity. 
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De:>iaxd5  of  Italy  ox  Greece 

The  ItaUan  Government  did  not  wait  for  the  Conference  of 
Ambassadors  to  deal  with  the  situation.  On  August  29,  two 
days  after  the  murder,  the  ItaUan  Government  addressed  a 
note  to  the  Greek  Government  demanding: 

1.  An  official  apology. 

2.  A  formal  memorial  ser\-ice. 

3.  Honors  to  the  Italian  flag. 

4.  Inquirv  by  Greek  authorities  in  the  presence  of  an 
Italian  military  attache,  to  be  carried  out  within  five 
days. 

5.  Capital  punishment  of  the  murderers. 

6.  An  indemnity  of  fifty  million  lire  to  be  paid  within  five 
days. 

7.  Military  honors  to  the  Italian  victims. 

8.  A  reply  within  twenty-four  hours. 

The  Greek  reply  of  August  30  did  not  meet  three  of  the 
Itahan  demands,  and  the  Greek  Government  informed  the 
Italian  Government  that  if  the  satisfaction  offered  was  not 
recognized  as  adequate,  the  Greek  Government  would  appeal 
to  the  League  of  Nations.  On  August  30,  the  Conference 
of  Ambassadors  dealt  with  the  situation,  requesting  that  the 
Greek  Government  hold  an  immediate  inquiry,  and  reserv- 
ing the  consideration  of  penalties  which  Greece  ought  to  pay. 
On  the  same  day,  however,  the  Italian  Government,  deeming 
the  Greek  reply  to  its  ultimatum  unsatisfactory,  ordered  the 
occupation  of  the  Greek  Island  of  Corfu. 

The  precise  events  at  Corfu  are  of  interest,  though  the 
versions  differ.  The  Greek  statement  is  that  an  Italian 
officer  visited  the  Prefect  of  the  Island  of  Corfu  at  3.00 
P.M.,  on  August  31,  informing  the  Prefect  in  writing  of  the 
intended  occupation;  that  the  Prefect  rephed  that  he  could 
only  oppose  with  passive  resistance,  and  that  refugees  were 
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stationed  in  the  garrison  and  in  the  fortress.  The  ItaHan 
officers  left  the  prefecture  at  4.15,  informing  the  Prefect 
that  at  5.00  p.m.,  three  blank  shots  would  be  fired,  and, 
unless  a  white  flag  were  shown,  bombardment  would  follow. 
The  Italian  version  is  that  the  firing  was  directed  against 
the  fortress,  and  that  the  Italians  had  no  information  as  to 
the  presence  of  refugees  in  the  fortress.  At  any  rate,  certain 
refugees  were  killed,  and  the  Italian  Government  later  stated 
to  the  Council  of  the  League,  on  September  4,  that  assistance 
would  be  offered  to  the  families  of  the  killed  and  wounded. 

Nature  of  Measures  Taken  by  Italy 

The  Italian  occupation  of  Corfu  was  represented  to  be  a 
pacific  measure  undertaken  for  the  purpose  of  forcing 
Greece  to  make  reparation.  The  Italians  said  that  Corfu 
would  be  held  temporarily  as  a  pledge,  that  they  had  no 
intention  to  go  to  war,  but  that  it  was  necessary  to  show  the 
Greeks  that  they  meant  business. 

For  this  Itahan  action  there  had  been  various  precedents 
in  the  history  of  the  last  fifty  years.  It  is  unnecessary  to 
enumerate  the  several  instances  in  which  Powers,  par- 
ticularly the  Great  Powers,  have  seized  the  territory  of 
smaller  Powers,  pending  the  fulfillment  of  demands  for 
"justice."  These  instances  have  not  resulted  in  what 
could  be  dignified  with  being  called  "a  state  of  war,"  because 
the  smaller  Power  either  could  not  or  would  not  fight. 
Italians  in  Geneva  frequently  spoke  of  the  American  action 
at  Vera  Cruz  in  1914  as  a  precedent,  and  they  referred  to 
the  resolution  of  the  Congress  of  the  United  States  of  April 
26,  1914,  authorizing  the  President  to  employ  "the  armed 
forces  of  the  United  States  to  enforce  his  demand  for  unequi- 
vocal amends  for  certain  affronts  and  indignities  committed 
against  the  United  States."    And  did  not  all  the  books  on 
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international  law  speak  of  pacific  blockade  and  other  pacific 
measures  of  redress  short  of  war?'  It  may  be  assumed  that 
the  authorities  in  Rome  did  not  contemplate  the  killing  of 
refugee  children  in  directing  the  seizure  of  Corfu.  No  more 
did  the  American  Government  foresee  the  loss  of  life  in 
Vera  Cruz.  Those  are  incidents  of  naval  activity.  They 
are  not  ends  to  be  served. 

On  the  morning  of  September  1,  the  Greek  Government 
appealed  to  the  Council  of  the  League  of  Nations,  under 
Articles  H  and  15  of  the  Covenant.  It  was  the  world's 
good  fortune  that  the  Council  was  in  session  that  very 
morning.  When  the  Council  met  at  11  o'clock,  the  appeal 
had  been  received  by  the  Secretary-General,  but  there  had 
not  been  time  to  distribute  copies.  The  Council  decided  to 
meet  at  i  o'clock  in  the  afternoon  for  that  purpose,  and 
the  Greek  representative  was  asked  to  take  his  place  as  a 
member  of  the  Council  during  the  discussion  of  the  dispute. 
The  question  arose  as  to  whether  the  session  should  be  public 
or  private  (minutes  of  all  private  sessions  of  the  Council 
are  made  public  immediately  afterward).  It  was  decided 
that  the  first  session  for  exchange  of  views  should  be  private. 
Before  the  afternoon  session,  officials  of  the  League  arranged 
for  M.  PoUtis  (Greece)  and  M.  Salandra  (Italy)  to  meet  for 
an  exchange  of  views,  a  meeting  which  it  would  have  been 
difficult  to  arrange  in  either  Athens  or  Rome. 

The  Question  before  the  Council  of  the  League 

At  the  Council,  M.  Politis  disclaimed  any  reliance  on 
Article  16  relating  to  economic  boycott,  but  placed  the 
case  on  Articles  12  and  15.  M.  Salandra  said  that  he  was 
without  information  and  instructions  and  therefore  asked 
that  the  discussion  be  postponed.    FTe  stated  that  the 

'See  Hyde,  International  Law,  Volume  II,  p.  IGG  S. 
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Conference  of  Ambassadors  had  already  begun  to  consider 
the  question  at  a  meeting  in  Paris,  and  asked  whether  the 
results  of  its  inquiry  could  not  be  awaited.  He  also  made 
an  unfortunate  reference  to  the  special  position  of  a  Great 
Power.  Lord  Robert  Cecil  (Great  Britain)  and  Mr.  Branting 
(Sweden)  at  once  spoke  very  vigorously  about  the  neces- 
sity of  a  state's  following  the  League's  process  of  conciliation 
before  going  to  war.  But  they  concurred  in  the  decision 
of  the  Council  to  await  M.  Salandra's  receipt  of  instructions, 
to  assent  to  a  short  adjournment  of  the  question,  and  to 
express  the  hope  that  no  act  of  violence  would  be  committed 
in  the  interim. 

The  following  Monday,  September  3,  was  the  day  of  the 
opening  of  the  Fourth  Assembly.  When  the  Council  met  on 
Tuesday,  September  4,  M.  Salandra  said  that  his  instruc- 
tions had  not  yet  arrived  from  Rome,  though  he  had  dis- 
patched one  of  his  colleagues  to  Rome  to  obtain  full  instruc- 
tions from  his  government.  He  asked  for  a  further  adjourn- 
ment, insisting  that  inasmuch  as  the  Conference  of  Ambas- 
sadors was  continuing  to  deal  with  the  case,  the  Council  was 
not  competent.  Lord  Robert  Cecil  insisted  that  further 
discussions  should  be  conducted  in  pubHc.  The  meeting 
was  then  opened  to  the  pubUc,  and  both  M.  Salandra  and 
M.  Politis  made  statements  as  to  their  positions.  At  the 
end  of  an  acrimonious  debate,  the  Council  deferred  action. 

On  September  5,  the  Council  again  met  in  pubhc,  having 
received  from  the  Conference  of  Ambassadors  a  communica- 
tion concerning  the  progress  of  its  deHberations.  M.  Salan- 
dra made  a  much  fuller  statement,  contending  that  the 
Conference  of  Ambassadors  was  a  party  to  the  dispute  and 
was  acting  as  such;  that  the  three  parties,  Italy,  Greece 
and  the  Conference  of  Ambassadors,  should  be  left  to  reach 
a  settlement  by  themselves,  and  that  until  the  Conference 
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of  Embassador,  bad  acted,  the  Council  of  the  League  was 
incompetent.  He  declared  that  the  occupation  of  Corfu 
had  no  hostile  character,  that  it  was  merely  designed  to 
assure  reparation  for  a  terrible  crime,  and  that  there  was 
no  danger  of  war.  He  finished  by  saying:  "The  Itahan 
Government  irrevocably  expresses  the  opimon  that  the 
Council  of  the  League  of  Nations  should  not  proceed  to 
take  action  on  the  request  of  Greece."  M.  Pohtis  did  not 
then  attempt  to  reply  to  tliis  statement,  wliich  had  been 
carefully  drafted.  Lord  Robert  Cecil  asked  to  have  Ai-ticles 
10.  U  and  15  of  the  Covenant  read;  and  the  dramatic 
effect  of  this  reminder  of  the  obligations  of  members  of 
the  League  must  have  gone  home  in  Italy. 

Action  Takex  by  the  CornsrciL 

On  September  6,  when  the  Council  met  in  pubhc,  M. 
Quinones  de  Leon  (Spain)  read  a  resolution  setting  forth 
the  measures  which  ought  to  be  taken  by  Greece  and  Italy, 
proposing  a  basis  of  settlement.    He  stated  that  he  had 
drafted  this  resolution  in  consultation  with  several  of  his 
colleagues  on  the  Council.    The  Belgian  and  the  Uru- 
guayan  representatives   strongly   supported   the  compe- 
tence of  the  Council,  as  did  the  French  representative, 
whose  attitude  had  theretofore  been  silence.    It  was  evident 
that  M.  Quinones'  proposals  represented  the  opinion  of 
most  of  the  members  of  the  Council,  and  that  the  smaller 
states,  particularly  the  Scandinavian  and  La  tin- American, 
were  ready  to  support  the  Council.    No  objections  to  the 
adequacy  of  the  proposals  were  developed.    While  they  were 
not  adopted  as  a  definitive  program  of  the  Council,  it  was 
decided  to  communicate  them  to  the  Conference  of  Ambas- 
sadors, which  was  in  a  sense  a  third  party  to  the  dispute 
and  which  had  throughout  continued  its  consideration  of 
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the  whole  problem  though  without  reaching  any  solution. 
As  soon  as  the  Council  adjourned,  the  records  of  its  meeting, 
of  M.  Quinones'  proposals,  and  the  discussion  which  they 
had  provoked,  were  dispatched  to  Paris,  for  a  meeting  of 
the  Conference  of  Ambassadors  the  next  day.  The  latter 
body  at  once  adopted  the  proposals  in  substance,  practically 
as  they  had  been  placed  before  the  Council  of  the  League. 
The  decision  of  the  Conference  of  Ambassadors  was  com- 
municated to  Greece  and  Italy,  both  of  which  acquiesced 
in  it  almost  immediately.  The  Council  of  the  League  was 
informed  of  the  decision  and  expressed  its  satisfaction  that 
so  favorable  an  outcome  had  been  achieved  on  the  basis  of 
its  work. 

PL\D  Italy  Violated  the  Covenant.^ 

It  was  to  be  expected  that  the  action  of  the  Council  of 
the  League  in  thus  proceeding  would  be  criticised.  Some 
people  regarded  the  Italian  action  as  a  violation  of  the 
Covenant.  It  was  said  to  be  a  violation  of  Article  10,  by 
which  the  Members  of  the  League  agree  to  respect  and 
preserve  as  against  external  aggression  the  existing  pohtical 
independence  and  the  territorial  integrity  of  Members  of 
the  League.  Italy's  reply  was  that  no  disrespect  for  Greece's 
territorial  integrity  was  involved;  that  Corfu  was  being 
seized  merely  as  a  pledge  for  Greece's  making  reparation  to 
Italy;  and  that  the  occupation  would  be  withdrawn  as  soon 
as  the  Italian  demands  were  met.  In  some  quarters  it  was 
said  that  Italy  had  violated  Articles  12  and  15  of  the  Cov- 
enant by  going  to  war  without  first  submitting  the  question 
to  the  League.  The  Italians'  position  was  that  they  had 
not  gone  to  war,  and  that  similar  action  by  various  Powers 
in  the  past  had  not  been  so  regarded.  Even  if  the  bombard- 
ment of  Corfu  was  an  "act  of  war,"  which  Italy  denied,  it 
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had  not  produced  a  "state  of  war"'  and  could  not  be  consid- 
e  ed  as  a  "resort  to  war,"  for  the  occupation  was  completed 
without  Greek  opposition.  Nor  was  there  any  threat  of 
^-ar,"  within  the  language  of  Article  11  of  the  Covenai.t. 
Thi;  recalls  the  query  of  the  Chinese  delegate  at  the 
second  Hague  Conference  in  1907  as  to  the  eflect  of 
a  declaration  of  war  by  state  A  against  state  B,  ^-hen 
state  B  refuses  to  acknowledge  that  a  state  ot  war  exists. 
On  September  18,  M.  Salandra  stated  the  Itahan  position 
to  be  that  no  act  of  war  and  no  violation  of  mternational 
law  or  of  the  Covenant  had  taken  place. 

If  it  seems  doubtful  whether  the  Italian  action  ought  to 
be  regarded  as  a  violation  of  any  article  of  the  Covenant, 
it  is  nevertheless  clear  that  the  action  was  a  jeopardizing 
of  the  peace  of  the  world;  that  the  precedents  antedating 
the  establishment  of  the  League  did  not  justify  it;  and  that 
under  Article  11  as  well  as  under  Ai'ticles  12-15  the  Councd 
of  the  League  was  beyond  any  reasonable  doubt  competent 
to  deal  with  the  danger  to  the  world's  peace  which  it  in- 
volved. 

Did  the  Counxil  Shirk  its  Responsibility? 
It  has  also  been  objected  that  the  Council  itself  ought  to 
have  promulgated  the  Quinones  proposals,  instead  of 
sending  them  on  to  the  Conference  of  Ambassadors  for  that 
body  to  put  them  out.  But  the  people  who  make  this 
argument  forget  that  the  Conference  of  Ambassadors  itself 
was  a  party  in  interest.  Its  authority  had  been  challenged 
by  the  murder  of  the  Italian  officers,  and  it  had  charged 
itself  with  the  problem  before  the  Greeks  appealed  to  the 
Council  of  the  League.  Any  procedure  ignoring  the 
Conference  of  Ambassadors  might  have  been  resented  by 
the  latter,  even  though  all  the  governments  acting  at 


186 


WORLD  PEACE  FOUNDATION 


Paris  were  also  represented  in  Geneva.  Amour  propre  is 
not  to  be  neglected  in  such  situations.  But  an  additional 
reason  existed  in  that  feeling  in  Italy  was  running  high 
against  the  League,  and  a  decision  formulated  in  Paris  was 
perhaps  more  likely  to  be  accepted  in  Rome  than  a  decision 
formulated  in  Geneva.  The  important  thing  was  to  redress 
the  wrong  in  such  a  way  as  to  keep  Greece's  territory  intact 
and  preserve  the  peace.  It  was  the  duty  of  the  Council  to 
avail  itself  of  every  possible  assistance  in  reaching  this  result. 
As  it  has  turned  out,  events  have  vindicated  the  judgment 
of  the  Council.  If  the  three  parties,  Greece,  Italy  and  the 
Conference  of  Ambassadors,  had  not  agreed  on  a  solution, 
it  would  then  have  been  for  the  Council  to  press  on  with  its 
own  work.  But  fortunately  an  agreement  was  reached, 
and  on  the  basis  of  the  Quinones  proposals  which  originated 
in  the  Council. 

It  was  of  course  possible  for  the  Council  itself  to  have 
expressed  disapproval  of  the  precipitate  action  taken  by 
Italy.  But  M.  Mussolini  had  been  reported  in  the  press  as 
saying  that  if  the  Council  should  "continue  to  exert  its 
competence,  Italy  was  faced  with  the  problem  of  remaining 
in  or  leaving  the  League  of  Nations.  I  have  already  decided 
in  favor  of  the  latter  course."  If  this  threat  was  meant,  of 
course  it  was  serious;  but  few  states  have  more  to  gain 
from  their  membersliip  in  the  League  than  Italy,  and  if  the 
statement  was  made  at  all,  it  may  have  been  "tall  talk." 
A  more  serious  consideration  was  the  possibility  that  the 
Italians  would  remain  in  Corfu,  and  the  course  of  the 
Council  was  largely  due  to  this  fear.  The  Council  desired 
results  rather  than  an  increase  of  its  own  prestige.  Its 
function  was  to  conciliate  rather  than  to  judge. 
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Text  of  the  QriNONES  Proposals  Forwarded  by  the 

Council 

The  Quinones  proposals  should  be  carefully  compared 
with  the  solution  adopted  by  the  Conference  of  Ambas- 
sadors The  Quinones  proposals  of  September  6  of  which 
the  fir^t  t.o  paragraphs  were  definitively  adopted,  were  as 
follows: 

The  Council  takes  note  of  the  communication  made  to 
it  vesterdav  bv  the  Conference  of  Ambassadors,  and, 
eco-ni.incr'the  principle  of  international  law  accordmg 
o  Xh  States  are  responsible  for  the  pohtical  crimes 
l;  outrages  committed  witUn  their  temtoJ,^  declares 
its  intention  of  investigatmg  m  conjunction^-ith  the  Con- 
ference, the  manner  in  which  the  enquirj-  should  be 

'^"it^ould  be  glad  to  receive  information  as  to  the  delib- 
erations of  the  Conference  of  Ambassadors  on  J^riday 

"^The  Council  further  desires  to  submit  to  the  Conference 
for  consideration  the  foUoxsnng  suggestions  as  to  the  pos- 
sible means  of  -ffiving  satisfaction  to  the  demands  ot  the 
Conference  for  "'reparations  from  Greece  in  consequence 
of  the  attack  made  at  Janina  on  Greek  territory-  against 
the  President  and  Itahan  members  of  its  Commission: 

(1)  The  presentation  of  apologies  by  the  highest 
Greek  authorities  to  the  Ministers  of  the  three 
Powers  represented  on  the  Dehmitation  Commis- 
sion; 

(2)  The  celebration  of  a  funeral  service  at  Athens 
in  honour  of  the  victims,  in  the  presence  of  all  the 
members  of  the  Greek  Government; 

(3)  The  giving  of  a  salute  by  the  Greek  fleet  in 
accordance  with  conditions  to  be  determined  later; 

(4)  The  rendering  of  mihtary  honours  when  the 
bodies  of  the  \nctiins  are  embarked  at  Prevesa; 

(5)  The  appointment  by  the  Greek  Government 
of  a  Commission  of  Enquiry  to  investigate  on  the  spot 
the  circumstances  preceding  and  accompanying  the 
crime;  the  supplementing  of  this  Commission  by 
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representatives  of  the  three  Powers  concerned,  as 
mentioned  in  the  telegram  in  question ; 

(6)  The  appointment  of  representatives  of  the 
League  of  Nations  to  supervise  in  Greece  the  judicial 
enquiry  already  ordered  by  the  Greek  authorities 
and^the  trial  of  the  guilty  parties; 

(7)  The  immediate  deposit  by  Greece  in  a  Swiss 
bank  of  a  sum  of  50  milhon  lire  as  security  for  the 
immediate  payment  of  any  indemnity  which  may  be 
fixed; 

(8)  The  submission  to  the  Permanent  Court  of 
International  Justice,  for  decision  under  the  rules 
of  summary  procedure,  of  the  question  of  the 
indemnity  to  be  paid  by  Greece. 

Text  of  the  Decision  of  the  Conference  of 

Ambassadors 

The  decision  of  the  Conference  of  Ambassadors  of  Septem- 
ber 7  pronounced  the  crime  to  have  been  "clearly  a  political 
crime"  and  required  the  following  reparations  and  penalties 
of  Greece: 

(1)  Apologies  shall  be  presented  by  the  highest  Greek 
military  authority  to  the  diplomatic  representatives  at 
Athens  of  the  three  Allied  Powers,  whose  delegates  are 
members  of  the  Delimitation  Commission; 

(2)  A  funeral  service  in  honour  of  the  ^^ctims  shall 
be  celebrated  in  the  Cathohc  cathedral  at  Athens  in  the 
presence  of  all  members  of  the  Greek  Government; 

(3)  Vessels  belonging  to  the  fleets  of  the  three  AUied 
Powers,  the  Italian  naval  division  leading,  Mill  arrive 
in  the  roadstead  of  Phalerum  after  8  o'clock  in  the 
morning  on  the  day  of  the  funeral  ser^^ce; 

After  the  vessels  of  the  three  Powers  have  anchored  in 
the  roadstead  of  Phalerum  the  Greek  fleet  will  salute  the 
Itahan,  British  and  French  flags  with  a  salute  of  21  guns 
for  each  flag; 

The  salute  will  be  returned  gun  by  gun  by  the  Allied 
vessels  immediately  after  the  funeral  ser\-ice,  during  which 
the  flags  of  the  Greek  fleet  and  of  the  vessels  of  the  three 
Allied  Powers  wiW  be  flown  at  half-mast; 
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(4)  ^lilitary  honours  will  be  rendered  by  a  Greek  unit 
carrj'ing  its  colours,  when  the  bodies  of  the  \-ictims  are 
embarked  at  Prevesa; 

(5)  The  Greek  Government  will  give  an  undertaking 
to  ensure  the  discovery  and  exemplary  punishment  of 
the  guilty  parties  at  the  earliest  possible  moment; 

(6)  A  special  Commission  consisting  of  delegates  of 
France,  Great  Britain,  Italy  and  Japan  and  presided  over 
by  the  Japanese  delegate,  ^"ill  super\"ise  the  preliminary 
investigation  and  enquiry  undertaken  by  the  Greek 
Government ;  this  work  must  be  carried  out  not  later  than 
September  !27th,  1923. 

The  Commission  appointed  by  the  Conference  of 
Ambassadors  ^\-ill  have  full  powers  to  take  part  in  the 
execution  of  these  measures  and  to  recjuire  the  Greek 
authorities  to  take  all  requisite  steps  for  the  preliminary 
investigation,  examination  of  the  accused,  and  enquiry. 
It  will  submit  its  report  and  conclusions  to  the  Conference 
of  Ambassadors; 

The  Greek  Government  will  guarantee  the  safety  of 
the  Commission  in  Greek  territory.  It  will  afford  it  all 
facilities  in  carrying  out  its  work  and  will  defray  all  the 
expenditure  thereby  incurred. 

The  Conference  of  Ambassadors  is  forthwith  inviting 
the  Albanian  Government  to  take  all  necessary  measures 
to  ensure  that  the  Commission,  duly  accredited  for  this 
purpose,  will  be  able,  should  it  consider  such  action  neces- 
sary, to  proceed  to  Albanian  territory,  and  in  agreement 
with  the  Albanian  authorities,  there  conduct  any  investi- 
gations as  are  likely  to  assist  in  the  discovery  and  punish- 
ment of  the  guilty  persons. 

(7)  The  Greek  Government  will  undertake  to  pay  to 
the  Italian  Government,  in  respect  of  the  murder  of  its 
delegates,  an  indemnity,  of  which  the  total  amount  ^\-ill 
be  determined  by  the  Permanent  Court  of  International 
Justice  at  The  Hague,  acting  by  summary  procedure. 
The  Court  will  give  judgment  on  consideration  of  the 
report  of  the  Commission  specified  in  paragraph  6.  This 
report  u-ill  be  transmitted  by  the  Conference  of  Ambas- 
sadors, with  its  comments,  to  the  Court  of  Justice. 

The  Greek  Government  will  deposit  forthwith,  as 
secunty,  at  the  Swiss  National  Bank,  a  sum  of  50,000,000 
Itahan  lire,  such  deposit  to  be  accompanied  bv  the 
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following  instructions:  "to  be  paid  over,  in  whole  or  in 
part,  to  the  Italian  Government,  upon  the  decision  of  the 
Permanent  Court  of  International  Justice  at  The  Hague." 

The  Conference,  having  taken  note  of  the  fact  that  the 
Italian  Government  confirms  that  the  occupation  of 
Corfu  and  the  adjacent  islands  has  no  other  purpose  than 
that  of  obtaining  fulfillment  of  the  demands  which  the 
Italian  Government  has  submitted  to  the  Greek  Govern- 
ment, and  that  these  demands  are  covered  by  the  above 
conditions  laid  down  by  the  Conference,  invites  the 
Greek  Government  forthwith  to  inform,  severally  and 
simultaneously,  all  the  diplomatic  representatives  of  the 
three  aforesaid  Powers  at  Athens  that  it  accepts  these 
conditions  in  their  entirety. 

Later  Action  by  the  Conference  of  Ambassadors 
This  decision  differs  from  the  Quinones  proposals  chiefly 
in  that  the  judicial  inquiry  is  not  to  be  conducted  by  the 
League  of  Nations.   It  represents  a  wide  departure  from 
the  original  demands  of  Italy.    The  decision  did  not  take 
care  of  the  evacuation  of  Corfu,  and  after  a  few  days  it 
became  clear  that  supplementary  action  was  needed  in 
this  respect.    The  Italians  were  pressed  both  at  Paris  and 
at  Geneva  to  agree  on  a  definite  day  for  the  evacuation; 
and  inasmuch  as  the  work  of  the  commission  of  investiga- 
tion was  to  be  completed  by  September  27,  that  day  was 
set.    On  September  13,  the  Conference  of  Ambassadors 
secured  the  Italians'  agreement  to  evacuate  Corfu  by 
September  27,  and  drew  up  the  foUomng  decision  for  com- 
munication to  the  Greek  Government,  to  which  the  Greek 
and  Itahan  Governments  assented: 

The  Conference,  having  taken  note  of  the  acceptance 
by  the  Greek  Government  of  the  conditions  set  forth  m 
the  Note  addressed  to  it  on  September  8th,  and  having 
also  noted  the  request  submitted  by  the  Greek  Govern- 
ment with  reference  to  the  evacuation  of  the  island  ot 
Corfu,  and  having  further  taken  note  of  the  letter  irom 
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the  Greek  Minister  in  Paris,  dated  September  11th,  which 
is  principally  concerned  with  the  payment  of  50  million 
Itahan  lire  into  the  Swiss  National  Bank  under  the  condi- 
tions laid  down,  has  the  honour  to  inform  the  Greek 
Government  that  the  Allied  Governments  are  no  less 
anxious  than  the  Greek  Government  to  bring  to  an  early 
conclusion  the  abnormal  situation  created  by  the  crime 
committed  on  August  27th,  and  that  the  evacuation  of 
Corfu  will  take  place  as  soon  as  the  conditions  laid  down 
in  the  Note  of  September  8th  have  been  fulfilled  in  the 
following  manner: 

(1)  The  Allied  Diplomatic  Representatives  at  Athens 
will  fix,  in  consultation  with  the  Greek  Government,  the 
date  on  which  they  are  to  receive  the  expressions  of 
regret  for  which  pro%-ision  is  made  in  the  Conference's 
Note,  and  which  will  be  offered  not  later  than  September 
18th; 

(2)  The  funeral  service  in  honour  of  the  %-ictims  will 
be  held  at  Athens  on  September  19th,  at  10.30  a.m.; 

(3)  The  warships  of  the  three  Allied  Powers  will  arrive 
in  the  harbour  of  Phalerum  on  the  same  day,  and  the 
details  regarding  the  fulfillment  of  the  third  condition 
will  be  communicated  to  the  Greek  ^linister  in  Paris; 

(4)  Honours  will  be  paid  to  the  bodies  of  the  \'ictims  on 
September  19th,  on  which  day  they  will  be  placed  on 
board  ship  at  Prevesa; 

(5)  The  Inter-Allied  Commission  of  Control  will  enter 
upon  its  work  at  Janina  on  September  17th,  not  later 
than  five  days  after  its  arrival,  and  will  submit  a  tele- 
graphic report  on  its  initial  conclusions.  Should  the 
authors  of  the  crime  not  yet  have  been  traced,  the  Com- 
mission will  state  under  what  conditions  its  investigations 
have  been  carried  out,  and  the  Conference,  ha\'ing  seen 
the  report,  will  decide  whether  the  fifth  condition  con- 
tained in  its  Note  of  September  8th  can  be  regarded  as 
having  been  fulfilled.  Should  this  condition  not  have 
been  fulfilled,  in  view  of  the  Itahan  Government's  state- 
ment that  it  would,  in  any  event,  evacuate  Corfu  on 
September  27th,  the  date  fixed  by  the  Conference  of 
Ambassadors  for  the  conclusion  of  the  Greek  enquiry,  the 
Conference  reserves  the  right  to  notify  Greece  of  any 
other  measures  of  a  coercive  or  punitive  nature  which  may 
be  taken  against  her  by  the  Allied  Powers.   Such  meas- 
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ures  may  consist,  in  particular,  in  the  payment  to  Italy  of 
a  sum  of  50  million  Italian  lire,  and  in  that  case  the  Con- 
ference will  request  the  Permanent  Court  of  International 
Justice  at  The  Hague  to  restore  to  Greece  the  security 
deposited  by  her,  and  no  further  application  will  be  made 
to  The  Hague,  as  stated  in  paragraph  7  of  the  Note  of 
September  8th,  unless  any  special  application  is  made 
to  the  Court  by  Italy  for  charges  entailed  by  the  occupa- 
tion. 

On  September  25,  the  Conference  of  Ambassadors  con- 
sidered the  report  of  the  commission  of  investigation,  and 
on  September  26,  it  was  decided  that  as  a  consequence  of  the 
neghgence  of  the  Greek  Government  in  pursuing  the  authors 
of  the  crime,  as  indicated  by  a  report  of  the  Commission 
of  Control  of  September  22,  the  entire  50,000,000  hre  should 
be  awarded  to  Italy.  The  resolution  of  the  Conference 
requested  the  Permanent  Court  of  International  Justice 
to  order  the  Swiss  National  Bank  to  pay  that  sum  to  Italy. 
In  pursuance  of  this  decision  the  Itahans  were  paid  this 
amount  on  September  27,  and  the  evacuation  of  Corfu 
was  effected  on  that  day. 

The  settlement  finally  acted  upon  differs  quite  materially 
from  the  original  demands  of  the  Italians.  The  suscepti- 
bilities of  Greece  have  been  saved  by  the  provisions  for  the 
conduct  of  the  investigation,  and  not  only  has  Greece's 
territory  been  restored  to  her,  but  the  Greek  people  have  had 
the  satisfaction  of  having  their  case  dealt  with  in  an  orderly 
way,  by  bodies  of  international  responsibility.  They  may 
still  regard  the  settlement  itself  as  onerous,  but  it  is  no 
longer  the  result  of  the  process  of  self-help  which  Italy  had 
embarked  upon. 

The  Role  of  the  International  Court 

No  question  was  sent  to  the  Permanent  Court  of  Inter- 
national Justice,  either  by  Italy  or  Greece,  or  by  the  Powers 
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represented  in  the  Conference  of  Ambassadors.  The  Con- 
ference decision  of  September  7  called  for  the  Court's 
determination  of  the  amount  due  to  Italy.  But  this  was 
modified  bv  the  decision  of  September  13,  which  merely 
reserved  to'ltaly  the  privilege  of  appeaUng  to  the  Court  with 
reference  to  the  costs  of  the  occupation  of  Corfu.  Yet  the 
existence  of  the  Court  has  been  an  important  factor  in 
facilitating  the  settlement  agreed  upon.  Fresh  proof  is 
thus  given  that  even  in  the  settlement  of  political  disputes 
it  is  important  to  have  at  hand  machinery  for  adjudicatmg 
the  by-product  of  legal  questions  which  almost  every 
dispute  involves.  Perhaps  it  is  in  this  way  that  its  chief 
contribution  to  maintainmg  peace  will  be  made  by  the 
Permanent  Court  of  International  Justice. 

But  the  action  of  the  ItaHans  in  challenging  the  juris- 
diction or  competence  of  the  Council  has  raised  a  very  im- 
portant question  which  has  aroused  particularly  the  govern- 
ments of  some  of  the  smaller  Powers,  and  it  seemed  to 
necessitate  some  authoritative  pronouncement.  For  some 
people  it  is  not  enough  that  the  Council  did  act,  did  go  upon 
the  basis  that  it  was  competent.  The  dispute  was  not 
debated  in  its  critical  stages  before  the  Assembly  of  the 
League.  Indeed,  several  meetings  of  the  Assembly  were 
postponed  by  the  Assembly's  general  committee  of  which 
M.  Torriente  (Cuba)  was  president,  in  order  that  the 
Council  might  proceed  with  its  work.  But  in  the  closing 
days  of  the  Assembly,  the  demand  was  voiced  for  a  definite 
and  explicit  answer  to  the  Italian  challenge. 

The  Challenge  to  the  Competence  of  the  League 

Perhaps  this  part  of  the  Italian  position  did  not  represent 
views  seriously  held  in  Rome.  M.  Salandra  may  have  been 
sparring  for  time  and  for  position  when  he  advanced  it. 
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Litigants  in  court  with  difRcult  cases  to  defend  frequently 
deny  the  jurisdiction  of  the  tribunal.  There  can  be  so 
little  doubt  about  the  applicability  of  Articles  12  and  15  of 
the  Covenant  to  the  appeal  of  Greece,  or  even  of  Article  11 
independently  of  Greece's  appeal,  that  it  seems  difficult  to 
believe  that  Italian  lawyers  really  held  the  view  that  the 
Council  was  not  acting  wholly  within  its  powers  when  it 
took  and  exercised  jurisdiction.  Yet  the  statements  attri- 
buted to  the  Italian  Premier  on  September  4  produced  the 
unfortunate  impression  that  Italy  was  not  willing  to  have  any 
question  taken  up  by  the  League. 

As  soon  as  it  became  clear  that  peace  was  no  longer  in 
jeopardy,  the  Council  began  to  consider  the  challenge. 
On  September  22,  the  Council  decided  to  ask  the  legal 
advisers  present  in  Geneva  to  frame  questions  which  might 
be  submitted  to  the  Permanent  Court  of  International 
Justice,  arising  out  of  the  whole  situation.  During  the 
week  of  September  24-29,  the  submission  of  these  ques- 
tions to  the  Permanent  Court  of  International  Justice  for 
an  advisory  opinion  was  debated  in  the  Council.  On 
September  28,  Viscount  Ishii  (Japan)  acting  as  President 
of  the  Council  of  the  League,  announced  to  the  Assembly 
that  the  Council  had  decided  to  submit  certain  questions 
to  a  special  commission  of  jurists  of  which  each  state  repre- 
sented on  the  Council  should  name  one  member,  and 
which  should  report  to  the  next  meeting  of  the  Council  in 
December.  The  Italians  opposed  the  attempt  to  clear 
up  the  questions  which  they  themselves  had  raised,  but 
finally  acquiesced.  M.  Salandra  seems  to  have  contended 
that  the  questions  were  political  and  not  legal,  and  too 
vague  for  the  Court  to  pronounce  upon. 
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The  questions  submitted  to  the  new  Committee  of  Jur- 
ists are  as  follows: 

(1)  Is  the  Council,  when  advised  at  the  instance  of  a 
Member  of  the  League  of  Nations  of  a  dispute  submitted 
in  accordance  with  the  terms  of  Article  15  of  the  Covenant 
by  such  Member  as  likely  to  lead  to  a  rupture,  bound, 
either  at  the  request  of  the  other  party  or  on  its  own  author- 
ity and  before  inquiring  into  any  point,  to  decide  whether 
in  fact  such  description  is  well  founded? 

(2)  Is  the  Council,  when  seized  of  a  dispute  in  accordance 
with  Article  15,  paragraph  1,  of  the  Covenant  at  the 
instance  of  a  Member  of  the  League  of  Nations,  bound, 
either  at  the  request  of  a  party  or  on  its  own  authority ,=to 
suspend  its  inquiry  into  a  dispute  when,  with  the  consent 
of  the  parties,  settlement  of  the  dispute  is  being  sought 
through  some  other  channel? 

(3)  Is  an  objection  founded  on  Article  15,  paragraph  8, 
of  the  Covenant  the  only  objection  based  on  the  merits  of  a 
dispute  on  which  the  competence  of  the  Council  to  make  an 
inquiry  can  be  challenged? 

(4)  Are  measures  of  coercion  which  are  not  meant  to 
constitute  acts  of  war  consistent  with  the  terms  of  Articles 
12  to  15  of  the  Covenant  when  they  are  taken  by  one  Mem- 
ber of  the  League  against  another  Member  without  prior 
recourse  to  the  procedure  laid  down  in  these  articles? 

(5)  In  what  circumstances,  and  to  what  extent,  is  the 
responsibility  of  a  state  involved  by  the  commission  of  a 
political  crime  in  its  territory? 

The  report  on  these  questions  by  the  Committee  of 
Jurists  may  throw  some  light  on  the  Covenant  which  will 
be  useful  in  future  difficulties.  But  it  is  to  be  regretted 
that  if  any  attention  is  paid  to  a  challenge  which  on  legal 
grounds  is  almost  baseless,  the  opinion  of  the  Court  as  tlie 
most  authoritative  international  body  is  not  to  be  secured. 

The  Council  did  not  stop  here.  It  pronounced  upon  its 
own  competence  to  this  extent,  that  any  dispute  between 
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Members  of  the  League  likely  to  lead  to  a  rupture  is  within 
the  sphere  of  action  of  the  League,  and  if  such  dispute 
can  not  be  settled  by  diplomacy,  arbitration  or  judicial 
settlement,  it  is  the  duty  of  the  Council  to  deal  with  it  in 
accordance  with  the  terms  of  Article  15  of  the  Covenant. 
Though  this  definite  pronouncement  may  not  allay  the 
fears  aroused  by  Italy,  it  is  an  advance  which  may 
serve  good  purpose  in  the  future. 

We  may  now  hope  that  the  Corfu  incident  is  closed. 
The  settlement  reached  has  dealt  chiefly  with  the  indemni- 
fication exacted  of  Greece  for  the  killing  of  the  Italian 
officers  on  Greek  territory.  Little  has  been  said,  perhaps 
little  will  be  said,  about  any  indemnity  due  to  Greece  for 
the  lives  lost  and  the  destruction  caused  by  the  bombard- 
ment of  Corfu.  The  Italian  undertaking  to  indemnify 
tlie  families  of  the  victims  has  not  lately  been  mentioned. 
The  two  questions  are  distinct,  but  they  can  hardly  be 
disassociated.  The  indemnity  awarded  to  Italy  seems 
exorbitant  to  the  Greeks,  and  they  may  still  make  some 
attempt  to  counterclaim  on  behalf  of  the  Corfu  victims. 
But  it  seems  improbable  that  the  incident  will  be  reopened, 
and  it  is  to  be  hoped  that  the  crisis  has  been  passed. 

Conclusions  to  be  Drawn 

What  conclusions  are  to  be  drawn  from  this  history,  as 
regards  the  League  of  Nations.'*  First,  it  seems  quite  clear 
that  the  conference  method  of  handling  international 
problems  has  been  demonstrated  to  be  sound  and  that  the 
value  of  permanent  machinery  for  this  purpose  has  been 
amply  attested.  What  might  not  this  method  and  this 
machinery  have  saved  the  world  if  they  had  been  at  hand 
in  1914!  When  Serbia  tried  in  vain  to  place  her  case  before 
a  tribunal  of  the  old  Hague  Court  of  Arbitration,  there 
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was  no  machinery  for  conciliation  at  hand.  ^^Tien  Sir 
Edward  Grey  tried  in  vain  to  get  a  conference  of  the  Powers 
assembled,  there  was  no  automatic  method  of  bringing 
them  together.  In  19^23,  the  situation  has  vastly  improved. 
Greece  used  the  machinery  maintained  by  fifty-four  na- 
tions. Through  it  she  sought  a  conference  of  the  Powers 
and  got  it  on  the  very  day  of  her  appeal.  The  machinery 
was  there  and  it  operated  immediately.  TSTiereas  Sir 
Edward  Grey  sought  in  vain  to  get  the  ear  of  the  German 
Chancellor  over  the  wire,  ^SL  Politis  had  merely  to  address 
a  note  to  the  Secretary-General  of  the  League  of  Nations 
to  get  the  ear  of  M.  Salandra,  with  representatives  of 
Great  Britain,  Belgium,  Brazil,  China,  France,  Japan,  Spain, 
Sweden  and  Uruguay  present  at  the  Conference. 

Once  invoked,  the  League  method  worked.  The  opinion 
of  the  world  was  focused  on  Geneva.  The  fact  of  the 
League  had  mobilized  it.  The  action  of  the  League  gave 
it  articulation  and  power.  The  message  was  clear  and 
unmistakable  that  the  world  wanted  peace.  It  wanted 
Greece  to  make  suitable  reparation,  the  nature  and  amount 
of  which  were  not  difficult  to  determine.  It  wanted  Italy 
to  leave  Corfu.  But  most  of  all  it  wanted  Peace.  The 
Italians  in  Geneva  understood  this  message,  and  I  believe 
it  got  home  to  M.  Mussolini.  M.  Salandra  did  not  dispatch  a 
colleague  to  Rome  from  Geneva  for  nothing.  We  can  not 
know  what  course  the  Italian  Government  would  have 
followed  if  there  had  been  no  League.  It  seems  pretty  clear 
that  the  world's  opinion  as  expressed  at  Geneva  was  an 
important  factor  in  determining  the  course  which  Italy  did 
in  fact  adopt. 

But  the  League's  usefulness  did  not  stop  with  voicing 
the  world's  desire.  The  Council  succeeded  in  working 
out  a  series  of  proposals  which  were  accepted  almost  in 
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ioto  by  the  three  parties  to  the  disput^by  Greece,  by 
Italy  and  by  the  Conference  of  Ambassadors.  These 
proposals  were  made  the  basis  of  the  final  settlement  which 
has  met  the  just  demands  of  Italy,  which  has  restored  Corfu 
to  Greece,  and  which  has  removed  the  menace  of  war.  It 
was  the  work  of  the  Council  that  helped  the  Will  to  Peace 
to  prevail. 

It  is  the  Greek  representative  himself  who  has  furnished 
the  best  guide  to  an  appreciation  of  the  work  of  the  Council 
of  the  League  with  reference  to  this  dispute.  Speaking  on 
behalf  of  his  Government,  M.  Politis  made  the  following 
statement  to  the  Council  of  the  League  on  September  17, 
1923: 

I  desire  to  express  on  behalf  of  the  Greek  Government 
my  deep  gratitude  to  the  Council  for  the  manner  in  which 
it  has  executed  the  very  difficult  task  imposed  upon  it  by 
the  Covenant,  and  which  it  was  bound  to  accept  when 
asked  to  do  so  by  the  Greek  Government.  I  feel  that  the 
Council  has  acted  in  strict  accordance  with  Article  XV 
of  the_  Covenant,  and  that  it  has  carried  out  the  main 
provisions  contained  in  paragraph  3,  according  to  which, 
when  a  dispute  is  submitted  to  it,  it  shall  endeavor  to 
effect  a  settlement.  It  is  absolutely  free  to  choose  means 
which  appear  to  it  best  calculated  to  achieve  the  desired 
result.  I  appreciate  the  fact  that  the  Council  has  done 
everything  in  its  power  to  reach  the  satisfactory  settle- 
ment which  we  record  to-day. 

Three  things,  then,  are  clear.  (1)  The  method  and  the 
machinery  which  we  call  the  League  of  Nations  worked. 
(2)  The  opinion  of  the  world  was  mobilized  against  a  war; 
it  was  made  articulate,  it  was  given  the  force  of  a  judgment 
which  even  a  Fascisti  Premier  did  not  dare  to  brook.  (3) 
Through  the  League  a  practical  basis  of  settlement  was 
devised,  which  largely  satisfied  the  demands  of  both  Italy 
and  Greece,  which  protects  the  authority  of  the  Conference 
of  Ambassadors,  and  which  kept  the  Peace. 


OFFICL\L  CORRESPONDENCE  RELATING  TO 
THE  OCCUPATION  OF  CORFU 


I.    Demands  of  Italy 

From  the  Royal  Italian  Legation  to  the  Greek  Ministry  for  Foreign 

Affairs 

[2323.] 

Note  Verbale 

The  Royal  Italian  Delegation  considers  it  desirable  to  confirm  by  the 
present  Note  the  verbal  communication  made  yesterday  morning  by 
M.  Montagna  to  His  Excellency,  the  Greek  Minister  for  Foreign  Affairs. 

As  M.  Montagna  was  careful  to  inform  M.  Alexandris  beforehand, 
his  visit  could  not  in  any  case  be  interpreted  as  evidence  or  represented 
to  be  a  sign  of  any  change  in  the  relations  between  the  Royal  Legation 
and  the  Hellenic  Government.  M.  Montagna,  in  view  of  the  extreme 
gravity  of  the  situation  resulting  from  the  facts  of  the  case,  considered 
it  advisable  to  disregard  for  the  moment  the  considerations  of  form,  even 
if  such  considerations  might  be  regarded  as  having  a  political  character. 

The  Royal  Legation  desires  briefly  to  summarise  the  statement  made 
on  that  occasion  by  il.  ^lontagna  on  the  basis  of  information  received 
from  authorised  and  competent  sources  regarding  the  abominable  and 
brutal  massacre,  of  which  aU  the  Members  of  the  Italian  Delegation  to 
the  International  Commission  for  the  Delimitation  of  the  Albanian 
Frontier  were  victims. 

General  Tellini,  the  head  of  the  Delegation  and  the  President  of  the 
above-mentioned  Commission,  left  Janina  early  in  the  morning  of  the 
27th  inst.,  in  order  to  proceed  to  the  place  where  the  frontier  was  being 
traced,  and  to  terminate  the  work  there,  which  was  to  be  finished  in 
a  few  days.  He  entered  a  motor  car  which  contained  Major  Corti  of 
the  Medical  Service,  his  Secretary,  Lieutenant  Bonaccini  and  the  chauf- 
feur, Farnetti,  who  were  all  Italians,  and  the  interpreter,  Kraveri,  who 
was  of  .\lbanian  nationality. 

The  car  in  question  was  preceded  on  the  road  by  the  car  containing 
the  Albanian  Delegation,  and  was  follov.  ed  at  a  certain  distance  by  the 
car  containbg  the  Greek  Delegation.  At  9  o'clock,  when  General  Tcllini's 
car  was  about  50  kilometres  away  from  Janina  on  the  road  leading  to 
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Santi  Quaranta,  at  a  point  well  within  Greek  territory  and  not  far  from 
Greek  military  posts,  it  had  slowed  down  on  account  of  an  obstacle  which 
had  been  placed  across  the  road.  At  that  moment  a  band  of  Greek 
Irregulars  fired  a  volley  at  the  Italian  Delegation;  the  five  travellers 
were  kiUed  on  the  spot.  Their  bodies,  which  were  riddled  with  shots, 
especially  about  the  head,  were  not  searched  by  the  assassins. 

The  Eoyal  Legation  demands,  without  suggesting  that  the  extremely 
grave  responsibility  of  Greece  in  respect  of  this  crime,  which  was  un- 
doubtedly committed  for  political  motives,  would  in  any  way  be  lessened 
thereby,  that  all  the  persons  who  are  guilty  should  immediately  be  arrested 
and  subjected  to  instant  and  exemplary  punishment — every  care  being, 
of  course,  taken  to  make  sure  of  the  identity  of  the  assassins. 

This  first  act  of  justice  is  indispensable,  in  view  of  the  profound  horror 
caused  in  Italy  and  abroad  by  the  news  that  Italian  officers,  who  were 
members  of  an  International  Commission,  and  who  were  engaged  in 
carrying  out  in  a  spirit  of  fraternity  and  disinterestedness,  a  noble  and 
pacific  task  which  the  Powers  had  united  in  entrusting  to  them,  had  been 
victims  of  so  odious  and  revolting  an  attack. 

Both  General  Tellini  and  his  unfortunate  collaborators  had  executed 
their  task  in  such  a  spirit  of  good-will  and  justice  that  they  had  undoubt- 
edly won  the  general  esteem  and  sympathy  of  the  foreign  populations 
and  authorities  with  whom  they  had  come  into  contact.  In  one  quarter 
alone — and  the  evidence  on  this  point  is  quite  definite — this  attitude 
of  respectful  approbation  was  always  lacking  and  there  alone  open  or 
ill-concealed  manifestations  of  opposition  and  hostility,  and  even  incite- 
ment to  hatred  were  observed.  The  Eoyal  Legation  does  not  consider 
it  necessary  for  the  moment  to  insist  on  this  point.  The  Greek  Govern- 
ment can  not  help  being  aware  of  the  circumstances  referred  to. 

Finally,  the  Royal  Legation  desires,  on  behalf  of  its  Government,  to 
protest  in  the  most  energetic  manner  to  the  Hellenic  Government,  as 
has  already  been  done  by  M.  Montagna,  against  this  frightful  and  im- 
paralleled  crime,  which  has  been  committed  well  withm  the  boundaries 
of  Greece  and  almost  under  the  eyes  of  the  Greek  authorities. 

At  the  same  time,  the  Royal  Legation  declares  at  this  early  stage,  in 
accordance  with  the  instructions  of  its  Government,  that  it  reserves  its 
full  and  absolute  rights  in  respect  of  all  the  reparations  which  are  due 
to  Italj',  and  which  the  latter  will  require  in  consequence  of  the  grave 
responsibility  of  the  Greek  Government  in  this  deplorable  matter. 
Athens,  August  29th,  1923. 
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II.    Further  Demands  of  Italy 

From  the  Italian  Legation  at  Athens  to  the  Ministry  for  Foreign 

Affairs 

[•2330.] 

Note  Verbale 

In  continuation  of  its  Verbal  Note  No.  of  today's  date,  and  in 

accordance  with  the  instructions  which  it  has  received,  the  Royal  Itahan 
Legation  has  the  honour,  on  behalf  of  the  Government  of  His  Majesty, 
to  request  the  Hellenic  Government  to  make  the  reparations  enumerated 
and  specified  below. 

They  constitute  the  minimum  demands  compatible  with  the  extreme 
gravity  of  the  offence  committed  against  Italy,  for  which  Greece  is 
responsible : 

(1)  The  Hellenic  Government  shall  tender  an  apologj-  in  the  fullest 
and  most  official  manner  to  the  Italian  Government.  This  apology  shall 
be  presented  to  the  Royal  Italian  Minister  at  Athens  by  the  Highest 
Greek  Military  Authority. 

(i)  The  Hellenic  Government  shall  celebrate  in  honour  of  the  ^^t■tims 
of  the  massacre,  a  solemn  funeral  service  in  the  Catholic  Cathedral  at 
Athens,  which  must  be  attended  by  all  the  Members  of  the  Government. 

(3)  The  Italian  flag  shall  be  saluted  on  the  day  on  which  the  above- 
mentioned  ceremony  takes  place,  and  in  the  manner  described  in  detail 
hereafter.  An  Italian  naval  di\Tsion  will  arrive  at  Phalerum  at  8  o'clock 
in  the  mormng.  As  soon  as  the  division  in  question  has  anchored,  several 
Greek  battleships— with  the  exception,  however,  of  all  light  torpedo 
boats  which  shall  remain  at  anchor  within  the  roadsteads  of  Salamis 
or  the  harbour  of  the  Piraeus— moored  at  the  point  where,  as  has  been 
mentioned,  the  Italian  division  will  cast  anchor,  shall  salute  the  Italian 
flag  flying  at  the  masthead  of  aU  the  aforementioned  Greek  vessels 
by  a  salvo  of  21  gims. 

Durmg  the  funeral  ceremony  mentioned  in  paragraph  2,  both  the 
Greek  and  Itahan  vessels  shall  lower  their  flags  to  half-mast.  On  the 
evenmg  of  the  same  day  before  sunset,  the  Italian  naval  di\-ision  wiU 
leave  its  moorings  at  Phalerum  and  at  the  moment  of  departure  wiU 
return  the  salute  by  the  customary  salvo. 
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(4)  The  Greek  authorities  shall  carry  out  a  very  strict  enquiry  at 
the  scene  of  the  massacre,  with  the  assistance  of  His  Majesty's  Military 
Attache,  Colonel  Perrone  di  San  Martino.  The  Hellenic  Government 
shall  be  fully  responsible  for  the  personal  safety  of  Colonel  Perrone  and 
shall  facilitate  the  task  entrusted  to  him  in  every  way. 

(5)  The  enquiry  shall  be  carried  out  withm  5  days  after  the  receipt 
of  the  present  demand. 

(6)  All  persons  found  guilty  shall  be  sentenced  to  death. 

The  Hellenic  Government  shall  pay  to  the  Italian  Government  as  a 
penalty  an  indemnity  of  50  (fifty)  million  Italian  lire.  This  sum  shaU  be 
paid  within  5  days  after  receipt  of  the  present  Note. 

(7)  Solemn  military  honours  shall  be  paid  to  the  mortal  remains  of 
the  victims  at  Prevesa,  on  the  occasion  of  their  transfer  to  an  Italian 
vessel. 

The  Royal  Legation  awaits,  on  behalf  of  its  Government,  the  reply 
of  the  Greek  Government  to  the  present  Note,  within  a  maximum  period 
of  24  hours. 

Athens,  August  29th,  1923. 

III.    Reply  of  Greece 

The  Greek  Ministry  of  Foreign  Affairs  to  the  Italian  Legation  in 

Athens 

[8108.] 

Note  Verbale 

The  Royal  Minister  for  Foreign  Affairs  has  the  honour  to  acknowledge 
the  receipt  of  the  Verbal  Note  of  the  Royal  Italian  Legation  dated  August 
29th,  1923. 

The  Greek  Government  desires  to  assure  the  Italian  Government 
once  more  of  its  deep  regret  at  the  abominable  assassination  of  the  mem- 
bers of  the  Italian  Mission  on  Greek  territory. 

This  regret  is  shared  by  the  entire  Greek  nation  which  from  the  very 
first  condemned  the  crime  with  the  profoundest  indignation. 

As  has  been  already  stated,  the  assassination  of  the  members  of  the 
Italian  Mission  took  place  near  the  54th  kilometre  stone  on  the  carriage 
road  from  Janina  to  Argyrokastro,  at  a  point  less  than  one  hour's  journey 
from  the  Albanian  frontier,  and  at  a  curve  in  the  road  on  the  edge  of  a 
dense  forest. 
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Immediately  on  receipt  of  the  news  of  the  crime,  the  authorities  ordered 
various  miUtary  detachments  to  take  up  the  pursuit  of  the  assassins  and 
the  Governor-General  of  Epirus,  together  with  the  Public  Prosecutor 
and  the  Examming  Magistrate,  proceeded  to  the  place.  In  addition, 
the  Chief  of  PoUce  and  certain  senior  military  judicious  officers  have 
left  Athens  on  board  a  warship  for  the  purpose  of  supervising  efforts  of 
the  prosecution  and  of  instituting  the  most  active  possible  search  for  the 
murderers.  The  enquiry  began  yesterday,  and  is  being  prosecuted  with- 
out interruption,  but  it  has  been  imable  as  yet  to  determine  the  nation- 
ahty  of  the  perpetrators  or  to  ascertain  the  motives  of  the  crime. 

The  Hellenic  Government  can  only  protest  against  the  allegation  that 
it  is  guilty  of  an  offence  against  Italy. 

It  could  not  in  fact  be  seriously  alleged  that  such  an  offence  could 
have  been  committed  by  the  Hellenic  Government,  either  intentionally 
or  through  neghgence,  in  \-iew  of  the  fact  that  the  Hellenic  Government 
had  no  reason  for  feeling  any  animosity  against  the  Italian  Mission, 
which  was  performing  a  peaceful  and  honourable  task  on  the  frontier  of 
the  coimtry.  If  the  Royal  Government  had  any  complaints  to  make  in 
connection  with  the  demarcation  of  the  frontier,  such  complaints  coidd 
not  concern  General  Tell  in  i,  who  was  merely  carrying  out  the  demarca- 
tion of  the  line  aheady  fixed  at  Florence. 

It  is  true  that  certain  disputes,  due  to  an  erroneous  interpretation, 
had  arisen  within  the  Mission  of  which  he  was  the  President,  but  they 
only  concerned  secondary  points  in  connection  with  which  the  Royal 
Government  had  commimicated  with  the  Conference  of  Ambassadors, 
at  the  same  time  complying,  in  a  concdiatory  spirit,  with  the  General's 
decisions.  In  the  opinion  of  the  Hellenic  Government  the  General  did 
not  on  any  occasion  fail  in  his  duty  as  an  honourable  soldier  and  an  honest 
arbitrator. 

On  the  other  hand,  the  Hellenic  Government  could  not  possibly  be 
accused  of  negligence  in  connection  with  the  safety  of  the  Mission,  seeing 
that  it  had  placed  a  special  detachment  of  soldiers  at  the  disposal  of  the 
Mission  for  this  purpose.  Emphasis  must  also  be  laid  on  the  fact  that 
the  local  authorities  had  organised  several  patrols  on  account  of  the 
presence  near  the  frontier  of  bands  of  .Albanian  brigands,  to  which  the 
Royal  Minister  had  previously  drawn  the  attention  of  the  Albanian 
Government  by  two  Verbal  Notes.  Moreover,  no  doubts  as  to  the  per- 
sonal safety  of  General  TeUini  or  of  any  other  member  of  the  Italian 
Mission  were  ever  expressed,  and  no  representations  were  made  to  the 
Hellenic  Government  in  this  connection. 
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The  Greek  Government  therefore  considers  the  statement  of  the 
ItaHan  Government  contained  in  its  Verbal  Note,  to  the  effect  that  the 
Hellenic  Government  is  guilty  of  a  serious  offence  against  Italy,  to  be 
entirely  unfounded,  and  it  is  unable  to  accept  the  demands  formulated 
under  Nos.  4,  5  and  6  in  the  Verbal  Note  which  outrage  the  honour  and 
violate  the  sovereignty  of  the  State. 

Nevertheless,  the  Hellenic  Government,  taking  into  consideration 
that  the  abominable  crime  was  committed  on  Greek  territory  against 
subjects  of  a  great  friendly  State  entrusted  with  an  mternational  mission, 
declares  its  willingness  to  accept: 

(1)  That  the  Government  shall  express  its  regret  to  the  Italian  Govern- 
ment in  the  most  complete  and  official  form.  For  this  purpose  the  general 
officer  commanding  at  Athens  shall  call  upon  His  Excellency  the  Italian 
Minister. 

(2)  The  Hellenic  Government  shall  have  a  service  held  in  the  Catholic 
Church  at  Athens  in  honour  of  the  victims,  which  aU  the  members  of 
the  Government  shall  attend. 

(3)  On  the  same  day  honours  shall  be  paid  to  the  ItaUan  flag  in  the 
following  way: 

A  detachment  of  the  garrison  of  Athens  shall  proceed  to  the  Italian 
Legation  and  shall  salute  the  flag,  paying  all  customary  honours. 

(4)  Solemn  military  honours  shall  be  paid  to  the  victims  at  Prevesa 
when  the  bodies  are  transferred  to  the  Italian  vessel. 

In  addition,  the  Hellenic  Government  declares  its  complete  willing- 
ness to  grant,  as  a  measure  of  justice,  an  equitable  indemnity  to  the 
families  of  the  victims,  and  it  would  be  pleased  to  accept  any  assistance 
in  the  work  of  enquiry  which  Colonel  Perrone  might  be  able  to  lend  by 
supplying  any  information  likely  to  facilitate  the  discovery  of  the  assas- 
sins. 

The  Hellenic  Government  ventures  to  hope  that  the  Italian  Govern- 
ment wiU  recognise  the  justice  of  the  point  of  view  set  out  above  as  well 
as  its  sincere  desire  to  give  satisfaction  to  the  Italian  Government  in  the 
most  equitable  way  possible.  If,  however,  contrary  to  this  anticipation, 
the  Italian  Government  M-ere  unwilling  to  recognise  the  satisfaction 
given  as  adequate,  the  Hellenic  Government  has  the  honour  to  inform 
the  Royal  Italian  Legation  that,  in  accordance  with  the  provisions  of 
the  Covenant  of  the  League  of  Nations,  it  will  appeal  to  the  League  and 
undertake  to  accept  its  decisions. 
Athens,  August  30th,  1923. 
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IV.    Appeal  by  the  Greek  Government  to  the  CouncU  of 
the  League  of  Nations  under  Articles  12  and  15  of  the 

Covenant  C.5r7.M.2i6.  i923. 

[Translation] 

PERMAXEXT  GREEK  SECRETARIAT 
ACCREDITED  TO  THE 
LEAGUE  OF  NATIONS 


Geneiva,  September  1st,  1923. 

Sir, 

A  deplorable  event  has  just  taken  place  on  Greek  territory.  It  has 
caused  consternation  throughout  the  whole  country  and  raised  a  feeling 
of  violent  and  unanimous  indignation  amongst  the  Greek  people. — ^The 
Italian  Delegation  on  the  Commission  set  up  by  the  Conference  of  Am- 
bassadors for  the  Delimitation  of  the  southern  frontier  of  Albania  has 
been  assassinated  by  unknown  persons  a  few  kilometres  from  the  Greco- 
Albanian  frontier. 

The  moment  it  learned  of  this  regrettable  event  the  Greek  Govern- 
ment took  energetic  steps  to  discover  the  author  of  the  crime,  and  spon- 
taneously expressed  to  the  ItaUan  Government  the  profound  regrets  of 
the  whole  country. 

However,  before  any  kind  of  proof  was  forthcoming  as  to  the  nation- 
ality of  the  aggressors  or  the  motives  and  circumstances  of  the  crime, 
the  Italian  Government,  through  its  Legation  at  Athens,  addressed  to 
the  Greek  Government  a  note,  a  summary  of  which  you  will  find  attached, 
in  which  it  threw  the  moral  responsibility  and  the  implicit  material  re- 
sponsibility for  the  crime  upon  the  Greek  Government,  and  demanded 
certain  measures  of  satisfaction  and  reparation  which  are  incompatible 
in  several  respects  with  the  sovereignty  of  the  Hellenic  State  and  the 
honour  of  the  nation. 

The  Greek  Government  replied  by  a  note,  summarised  in  Aimex  — ^ 
attached,  in  which  it  refutes  the  accusation  contained  in  the  Italian  note 
and  states  that  it  is  quite  unable  to  meet  the  demands  which  the  note 
contains.  Animated,  however,  by  a  keen  desire  to  close,  as  soon  as 
possible,  and  in  the  general  interest,  an  incident  which  might  seriously 
affect  the  good  relations  between  the  two  countries,  the  Greek  Govern- 

'See  Document  III. 
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ment  has  offered  to  give  to  Italy  the  satisfaction  and  the  reparations 
which  are  enumerated  in  the  Greek  reply. 

By  this  step,  which  will  be  recognised  to  be  extremely  conciliatory, 
the  Greek  Government  is  making  the  maximum  sacrifices  which  are 
compatible  with  the  honour  and  the  sovereignty  of  Greece.  Accordingly, 
in  forwarding  its  reply  to  the  Italian  Legation  at  Athens,  the  Greek 
Government  informed  the  latter  that  it  had  decided  to  place  the  dispute 
before  the  CouncU  of  the  League  of  Nations  with  a  view  to  arrivmg  at  a 
friendly  and  equitable  settlement. 

In  acquainting  you  with  these  facts,  I  have  the  honour,  by  the  order 
of  the  Greek  Government,  to  beg  you  to  brhig  this  question  before  the 
Council  at  the  earliest  possible  moment,  by  virtue  of  Articles  12  and  15 
of  the  Covenant  of  the  League  of  Nations. 

(Signed)       J.  G.  Poutis, 

The  Director  of  the  Permanent 
Greek  Secretariat. 


V.    Bombardment  of  Corfu— Letter  from  M.  Salandra 

C.58i.l923. 

societI  deule  naziont, 
il  delegato  italdvno. 
[Translation] 

Geneva,  September  4th  1923. 

Sir, 

With  reference  to  my  communication  of  yesterday's  date  regarding 
the  disembarkation  at  Corfu,  I  have  the  honour  to  furnish  the  following 
complementary  information,  which  has  been  obtained  from  oflBcial 
sources : — 

1.  The  principal  fortress  of  the  Island  was  subjected  to  a  very  short 
bombardment  after  the  expiration  of  the  time-limit  which  had  been 
granted,  after  three  blank  shots  had  been  fired  and  after  the  Greek  Com- 
mandant had  declared  that  he  would  oppose  the  disembarkation  by 
force. 

2.  The  firing  was  directed  exclusively  against  the  fortress  and  the 
semaphore  situated  above  the  fortress. 

3.  Neither  the  Governor  of  Corfu  nor  the  Commandant  of  the  fortress 
nor  any  other  representative  of  the  Greek  Government  took  steps  to 
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inform  the  Italian  flag-bearer  that  the  citadel  was  not  only  occupied 
by  Greek  soldiers  but  was  harbouring  many  refugees. 

4.  After  recei\-ing  the  summons,  the  Military  Commandant  took  no 
steps  to  place  the  civil  refugees  in  safety  in  the  available  subterranean 
chambers  of  the  fortress. 

5.  ■UTien  the  first  volleys  were  fired  by  the  artillery,  the  Commandant 
of  the  Garrison  left  his  post  in  civihan  clothes. 

In  addition  to  the  above  information,  it  should  be  mentioned  that: — 

(1)  an  investigation  was  made  within  the  fortress  in  order  to 
identify  the  place  where  the  projectile  burst  which  was  the  cause 
of  the  death  of  various  persons; 

(2)  the  projectile  in  question  burst  in  the  corner  of  an  internal 
window  of  the  fortress,  where  the  ofiice  of  the  Commandant  was 
and  where  soldiers  were  habitually  quartered; 

(3)  refugees  from  Armenia  and  Anatolia  were  also  housed  in 
the  same  quarters; 

(4)  the  Commandant,  although  declaring  that  he  would  oppose 
the  disembarkation  by  force,  did  not  cause  the  refugees  to  take 
shelter  in  the  subterranean  chambers  of  the  fortress  and  gave  them 
no  advice  before  his  departure. 

The  commanding  officer  of  the  Italian  Fleet,  after  visiting  the  wounded 
in  the  Greek  Hospital  and  in  the  American  Orphanage,  made  arrange- 
ments for  giving  them  assistance. 

As  soon  as  particulars  regarding  the  families  of  the  wounded  and  of 
the  killed  are  known,  assistance  will  also  be  granted  to  them. 

I  have  the  honour  to  be.  Sir, 

(Signed)  Sal\xdr.\.. 

The  Secretary-General 

OF  THE  League  of  Nation's. 
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VI.    Bombardment  of  Corfu— Letter  from  M.  Politis 

C.598.1923.VII. 
Geneva,  September  8,  1923. 

Note  BY  THE  Secretary-General 


The  following  letter  from  M.  Politis  to  the  Secretary-General  is  cir- 
culated for  the  information  of  the  Council: 

Sir, 

With  reference  to  the  communications  which  the  Council  have  received 
from  His  Excellency  M.  Salandra,  regarding  the  bombardment  of  Corfu, 
I  have  the  honour  to  transmit  to  you  herewith  a  summary  of  the  report 
on  this  incident  which  was  submitted  by  the  Prefect  of  the  Island  to  the 
Greek  Government  and  has  now  been  forwarded  to  me  by  telegram. 

At  3  P.M.  on  August  31st,  the  Prefect  was  visited  by  the  Officer  Com- 
manding the  Italian  Naval  Squadron,  accompanied  by  his  Orderly 
Officer.  The  Officer  Commanding  informed  the  Prefect  in  writing  that 
he  intended  to  occupy  the  island,  and  drew  his  attention  to  the  conse- 
quences ^'hich  would  follow  any  attempt  at  opposition  on  the  part  of 
the  inhabitants  or  of  the  military  forces.  The  Italian  Consul  General, 
who  had  arrived  meanwhile  at  the  Prefecture,  translated  the  communi- 
cation from  the  Naval  Authorities. 

The  Prefect,  anxious  to  consult  his  Government  as  to  what  attitude  he 
should  take  up,  asked  for  a  delay  which  was  refused.  He  was  obliged 
simply  to  enter  a  protest  and  to  state  that,  as  the  town  was  not  in  a 
position  to  defend  itself,  it  would  only  oppose  the  occupation  by  passive 
resistance.  He  added  that  there  were  between  six  and  seven  thousand 
refugees  in  the  old  fortress,  that  the  small  garrison  of  Corfu  was  stationed 
in  the  barracks,  where  there  was  also  an  orphanage  containing  350  chil- 
dren under  English  direction  and  a  hospital  which  contained  patients, 
and  that  there  were  also  a  few  refugees  in  the  new  fortress.  The  Italian 
Officers  left  the  Prefect  at  4.15  p.m.  and  informed  him  that  at  5  p.m.  three 
blank  shots  would  be  fired  and  would  be  immediately  followed  by  a 
bombardment  unless  the  white  flag  was  shown  on  the  old  fortress.  No 
white  flag  having  been  shown,  the  bombardment  actually  began  at  5 
o'clock.    Between  30  and  35  shells  were  fired,  causing  a  number  of  cas- 
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ualties  among  the  refugees.  The  fortress  batteries  did  not  reply  to  the 
bombardment  and  the  occupying  force  was  landed  without  mcident. 
The  bombardment  did  not  cease  until  the  white  flag  was  flown.  Ihe 
Prefect  was  arrested,  held  prisoner  for  two  days,  and  finaUy  expelled. 

(Signed)  Politis. 


VII.    Proposals  made  by  the  Council  of  the  League  of 
Nations,  September  6 

(These  proposals  are  printed  in  the  main  text  at  p.  187.) 

VIII.    Decision  of  the  Conference  of  .Embassadors, 

September  7 

(This  decision  is  printed  in  the  main  text,  p.  188.) 

IX.    Supplementary-  Decision  of  the  Conference  of 
Ambassadors,  September  13 

(This  decision  is  printed  in  the  main  text,  p.  190.) 

X.    Final  Decision  of  the  Conference  of  Ambassadors, 

September  27 

Telegram  from  the  Conference  of  Ambassadors  to  the  Council 

of  ihe  League 

Sir  Eric  Drttjoioxd, 

Secretary-General  of  the  League  of  Nations, 
at  Geneva. 

I  have  the  honoiu-  to  request  you  to  transmit  to  the  Council  of  the 
League  of  Nations  the  following  decision  taken  by  the  Conference  of 
Ambassadors  on  September  26th  and  notified  on  that  day  to  the  HeUenic 
Government : 

The  Conference  of  Ambassadors,  taking  note  of  the  execution  by  Greece 
of  the  reparations  demanded  in  the  Note  of  September  8th,  under  head- 
ings 1,  2,  3  and  4,  on  the  conditions  set  forth  in  the  subsequent  Note  of 
the  Conference  of  September  13th:  having  taken  cognisance  of  the  report 
which  the  Commission  of  Control,  despatched  by  the  Conference  to 
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Janma,  addressed  to  the  latter  on  September  22nd;  having,  in  accordance 
with  paragraph  5  of  its  note  of  the  13th  instant,  exambed  this  report 
from  the  point  of  view  of  the  execution  of  paragraph  5  of  the  Note  of 
September  8th;  observing  that  at  the  time  when  the  report  was  despatched 
the  guilty  parties  had  not  yet  been  discovered;  observing  also  that  several 
omissions  have  been  noted  on  the  part  of  the  Greek  authorities  as  regards 
the  conduct  of  the  enquiry;  and  observing  that,  as  regards  the  discovery 
of  the  guilty  parties,  several  negligencies  have  been  recorded;  consider- 
ing that  the  5th  condition  contained  in  the  Note  of  September  8th,  can, 
in  consequence,  not  be  regarded  as  fulfilled;  decides  that  the  Hellenic 
Government  shall  pay  to  the  Italian  Government  by  way  of  penalty 
on  this  account  a  sum  of  50  million  Italian  lire,  the  Conference  and  the 
Italian  Government  renouncing  their  right  to  have  recourse  to  the  Court 
of  International  Justice  at  the  Hague  as  provided  for  in  paragraph  7 
of  the  Note  of  September  8th,  as  well  as  their  claim  to  any  other  penalty, 
and  regarding  the  question  as  settled  so  far  as  they  are  concerned,  sub- 
ject to  any  special  application  of  Italy  to  the  Court  of  International 
Justice  in  respect  of  the  question  of  the  cost  of  occupation;  decides  that 
the  payment  of  the  sum  of  50  million  Italian  lire  mentioned  above  shall 
be  efiFected  by  remitting  to  the  Italian  Government  the  50  million  Italian 
lire  deposited  on  September  10th,  1923,  in  the  Swiss  National  Bank, 
and  that  the  Court  of  Justice  shall,  in  consequence,  be  requested  to  order 
the  transfer  of  the  said  sum  by  the  Swiss  National  Bank  to  the  Bank  of 
Italy  at  Rome  for  the  credit  of  the  Italian  Government.  The  Conference 
notes  on  this  occasion  that  the  Italian  Government  declares  that  it  will 
execute  on  September  27th  the  decision  previously  taken  by  it  to  evacuate 
Corfu  on  that  date. 

(Signed)  Poincaee. 

XI.    Questions  submitted  by  the  Council  of  the  League 
to  a  Committee  of  Jurists 

(These  questions  are  printed  in  the  main  text,  p.  195.) 
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REPARATION 


INTRODUCTION 

The  present  publication  continues  the  three  pamphlets  pub- 
Ushed  at  the  end  of  19'2'2  under  the  general  title  "Reparation 
The  presentation  of  the  facts  there  published  requires  no  general 
revision,  though  in  some  matters  definite  decisions  have  sub- 
sequentlv  been  taken  which  are  recaUed  in  the  pages  immediately 
following.  This  Part  IV  continues  the  story  from  the  expiration 
of  the  1922  partial  moratorium  up  to  the  reports  of  the  Com- 
mittees of  Experts  appointed  by  the  Reparation  Commission. 

The  last  year  and  a  haK  of  reparation  historj^  has  brought  the 
problem  nearer  settlement.  The  period  has  been  dominated 
more  than  the  former  period  by  inevitable  economic  considera- 
tions and  has  seen  the  disappearance  of  some  of  the  political 
desiderata,  which  gave  direction  to  the  question  in  its  initial 
stages. 

The  political  consideration  strictly  connected  with  reparation 
which  has  had  its  most  notable  test  in  the  period  under  re\-iew 
relates  to  the  interpretation,  or  application,  of  Par.  18  of  Annex 
II  of  Part  YIII  of  the  treaty  of  Versailles.  The  French  interpreted 
this  as  justifying  their  military-  occupation  of  the  Ruhr.  The 
British  have  stated  that  in  their  view  "the  Franco-Belgian  action 
in  occupj-ing  the  Ruhr,  quite  apart  from  the  question  of  expe- 
diency, was  not  a  sanction  authorized  by  the  treaty  itself."  The 
British  Government  offered  to  leave  the  matter  of  interpretation 
to  the  Permanent  Court  of  International  Justice  for  legal  decision. 
To  this  offer  the  French  Government  repUed:  "We  have  no  need 
whatever  to  bring  before  any  jurisdiction  a  divergency  of  opinion 
as  to  the  interpretation  of  Par.  18."  The  occupation  of  the  Ruhr 
remains  a  fait  accompli,  and  it  is  probable  that  compromise  of 
point  of  view  will  prevent  its  becoming  a  serious  question. 

The  policy  of  "separatism",  which  has  had  a  continuous  historj' 
since  1919,-  has  been  exploited,  and  has  failed.  It  may  be  regarded 
as  out  of  consideration. 

^League  oS  Nations,  \ .  Xos.  1-3. 

'See  'Tost-war  PoUtical  .^ligaments  '  (Vol.  M),  p.  104. 
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There  remains  one  political  contention  which  is  Hkely  to  affect 
reparation.  As  stated  in  the  French  memorandum  of  January 
2,  1923,  it  is  the  contention  "that  every  failure  to  execute  the 
treaty  of  Versailles  has  already  had  and  will  in  the  future  have 
as  its  result  the  postponement  of  the  dates  of  evacuation  of  the 
occupied  territories."  Art.  440  of  the  treaty  of  Versailles  says 
that  "for  the  determination  of  all  the  periods  of  time  provided 
for  in  the  present  treaty  the  date  of  the  first  proces-verbal  of  the 
deposit  of  ratifications,  that  is,  January  10,  1920,  will  be  the 
date  of  the  coming  into  force  of  the  treaty."  Art.  429  provides 
that  "if  the  conditions  of  the  present  treaty  are  faithfully  carried 
out  by  Germany,  ...  at  the  expiration  of  five  years  there  will 
be  evacuated  the  bridgehead  of  Cologne."  That  district  is 
occupied  by  the  British  in  the  main.  The  sector  lies  largely  to 
the  west  of  the  Ruhr.  If  the  British  should  withdraw  on  January 
10,  1925,  in  strict  accord  with  the  stipulation  of  Art.  440  of  the 
treaty,  the  French  thesis  would  be  definitely  denied.  The  question 
has  numerous  ramifications  and  will  certainly  be  given  much 
consideration  during  the  year  1924.  Once  it  is  resolved — involving 
as  it  does  the  Ruhr  occupation  also — reparation  may  be  regarded 
as  a  strictly  economic  problem. 

The  past  eighteen  months  of  reparation  history  has  been  char- 
acterized by  constant  insistence  upon  a  reduction  of  the  German 
obligations,  in  connection  with  which  there  has  been  discussion 
of  the  interallied  debts.  The  Government  of  the  United  States 
has  constantly  refused,  owing  to  the  disabihty  imposed  by  the 
Act  of  Congress  of  February  9,  1922,i  to  be  a  party  to,  or  to  have 
any  discussion  upon,  any  proposal  looking  to  the  clearance  of 
international  debits  and  credits  in  any  way.  As  the  American 
credits  are  a  considerable  item  in  the  international  debt  balance 

^The  Act  provides:  "Sec.  3.  That  this  act  shall  not  be  construed  to  authorize 
the  exxhange  of  bonds  or  other  obligations  of  any  foreign  government  for  those  of 
any  other  foreign  government,  or  cancellation  of  any  part  of  such  indebtedness 
except  through  payment  thereof." 

Similarly  by  Sec.  2  the  World  War  Foreign  Debt  Commission  is  unable  "to 
extend  the  time  of  maturity  of  any  such  bonds  or  other  obligations  due  the  United 
States  of  .\merica  by  any  foreign  government  bej'ond  June  15,  1947,  or  to  fix  the 
interest  at  less  than  4}4  per  centum  per  annum." 

Those  provisions  having  proved  impracticable,  special  legislation  was  required 
to  provide  for  the  payment  of  the  British  debt  to  the  United  States  and  similar 
legislation  is  requisite  in  the  case  of  Finland  with  which  an  agreement  has  been 
effected. 
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of  each  of  the  countries  chiefly  concerned,  the  latter  have  not 
been  able  to  simplify  their  accounts  by  exchanges  of  credits  among 
themselves,  and  still  less  have  they  been  able  to  consent  to  any 
form  of  scaling  do\\Ti. 

The  prevailing  neutral  opinion  in  the  period  has  been  that  a 
practical  figure  at  which  the  German  obligation  for  reparation 
might  be  set  would  be  about  50,000,000,000  gold  marks.  None 
of 'the  discussions  has  made  it  clear  whether  setting  the  figure 
at  such  a  sum  was  in  contemplation  of  abolishing  the  joint  re- 
sponsibility of  the  debtor  states  for  all  reparation  which  tech- 
nically is  in  force. 

Credits  Not  Yet  ]\L\de 

The  Schedule  of  Payments  of  May  5,  1921,  fixed  the  total 
reparation  due  from  Germany  and  her  allies  at  132,000,000,000 
gold  marks.  This  amount  was  divided  into  three  parts,  repre- 
sented bv  bonds  of  series  "A",  "B",  and  "C".  Series  "A"  and 
"B"  total  30.000,000,000  gold  marks  and  Series  "C"  82.000,000.000. 
It  was  provided  by  a  financial  agreement  between  the  allied 
powers  signed  at  Paris,  March  11,  1922,  that  Austrian  and  Hun- 
garian reparation  payments  should  be  applied  to  liquidation  of 
bonds  of  Series  "C",  and  that  the  Bulgarian  debt  should  also  be 
subtracted  therefrom.  The  Bulgarian  Hability  has  been  fixed 
at  2,250,000,000  gold  francs.  A  large  amount  of  Austrian  and 
Hungarian  property  creditable  to  reparation  is  in  the  hands  of 
the  creditors  and  is  consequently  deductible  from  the  total  debt. 
Actual  payments  made  in  cash  and  land  have  been  made,  but 
no  reports  are  available.  In  the  case  of  Austria,  the  Reparation 
Commission  by  resolutions  of  July  21  and  August  4,  1922,  waived 
its  hen  on  Austrian  state  properties  in  order  to  faciUtate  the 
financial  rehabilitation  of  the  country'  by  the  League  of  Nations. 
The  commission  took  similar  action  in  respect  to  Hungary  on 
October  7,  1923,  caUing  for  not  more  than  10,000,000  gold  crowns 
annually  for  20  years,  however.  Since  these  actions  put  Austrian 
and  Hungarian  reparation  in  abeyance,  the  amounts  for  which 
those  countries  are  eventually  Uable  should,  according  to  cus- 
tomarj'  accountancy  rules,  be  definitely  fixed  and  removed  from 
the  active  total  of  hability  for  which  Germany  is  primarily  re- 
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sponsible.!  The  figures  are  not  yet  available,  so  that  the  deduction 
can  not  be  indicated  at  the  present  time. 

The  Reparation  Commission  has,  however,  allocated  the 
secured  and  unsecured  debts  of  the  former  Austria-Hungary 
among  the  succession  states.  The  raihoad  system  was  the  prin- 
cipal pledge  for  the  secured  debts.  In  general,  the  debt  was 
assumed  in  proportion  to  the  length  of  the  hues  in  the  territory 
of  the  succession  states.  As  to  the  unsecured  state  debts,  the 
division  was  made  by  bonds  allocated  in  the  following  propor- 
tions : 

AUSTHIA 

Republic  of  Austria   36.827% 

Italy   4.087% 

Poland    13.733% 

Rumania    1.610% 

Serb-Croat-Slovene  State    2.043% 

Czechoslovakia   41.700% 

Hungary 

Present  Hungary   45.733% 

Rumania    21.802% 

Serb-Croat-Slovene  State    14.116% 

Czechoslovakia   16.020% 

Austria   1.581% 

Fiume   0.748% 


Turning  to  Germany,  the  outstanding  credit  which  has  not 
been  placed  on  the  books  is  that  of  German  property  abroad 
which  is  subject  to  liquidation,  either  by  reason  of  territorial 
cessions  ousting  German  nationals  or  under  the  terms  of  Art. 
260  of  the  treaty  of  Versailles.  This  property  is  in  the  hands  of 
creditor  states  and  has  not  yet  been  reported  to  the  Reparation 
Commission  for  crediting.  German  figures  place  its  value  at 
11,740,000,000  gold  marks.  The  creditor  states  are  loth  to  report 
it  in  any  way  that  will  reduce  their  current  receipts  from  Germany 
in  either  cash  or  kind.    The  credits  eventually  admitted  will, 

'As  respects  Turkey,  British  claimants  in  respect  of  damage  incurred  prior  to 
January  10,  1920,  and  included  within  the  catet  ories  of  damages  of  the  treaty  of 
Versailles  are  payable  from  a  £5,000,000  fund  against  which  the  Royal  Commission 
on  Compensation  for  SuEFering  and  Damage  by  Enemy  Action  is  assessing  claim 
values.  Claimants  on  account  of  damage  suffered  subsequently  to  January  10, 
1920,  must  rely  on  remedies  flowing  from  the  treaty  of  Lausanne.  (London  Times, 
November  14,  1923,  p.  7.) 
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therefore,  be  charged  against  the  passive  "C"  rather  than  the 
active  "\"  and  "B"  bonds.  As  the  property  in  question  changed 
hands  as  on  the  date  of  the  armistice  the  amount  involved  wiU 

reduce  the  German  debt.  ,  ,    ,        ,    ^-  t 

Such  are  the  saUent  elements  applicable  to  reduction  of  the 
total  obligation  on  economic  or  bookkeeping  grounds. 

Shrinkage  of  Claims 

In  considermg  the  possibiUty  of  reducing  the  obhgation  the 
question  arises  whether  the  claims  on  which  the  total  obhgation 
was  orighiaUv  fixed,  and  which  were  admittedly  estimates  of 
more  or^less  evidential  character,  should  lie  re^-ised  in  the  Ught 
of  subsequent  experience. 

One  of  the  uncertainties  existing  in  the  early  period  was  due 
to  the  lack  of  accurate  information  respecting  damage  done. 
The  French  claim  naturally  has  attracted  most  attention.  The 
total  of  the  French  claims  as  of  February  U,  1921,  was  given  as 
218.441,596,120  paper  francs.  Omitting  interest  and  pension 
claims  of  various  types,  the  schedule  then  turned  into  the  Repara- 
tion Commission  showed  details  as  follows : 

Damages  to  properly:  Paper  francs 

Industrial   38,882,521,479 

Buildings   36,892,500,000 

Personal   25,119,500,000 

Unimproved   21,671,546,225 

Public  works   2,583,299,425 

Property  of  the  state   1,958,217,193 

Other  damages    2,359,865,000 

Exactions  to  the  detriment  of  the  civil  population  .  .        1,267,6 15,939 

130,490,735,201 

The  claims  tlius  made  were  in  accordance  ^\-ith  the  law  of 
April  17.  1919,  by  which  cantonal  commissions  were  intrusted 
with  the  fixing  of  amounts  due  to  the  sinistres,  or  persons  suffering 
damage.  The  project  of  law  Xo.  6485  fixing  the  special  budget 
of  recoverable  expenses  for  1924  states  that  2,861,000  claims 
representing  62,000,000,000  paper  francs  had  been  examined 
and  determined  on  September  1,  1923,  lea^•ing  142,000  claims 
amounting  to  22,000,000,000  paper  francs  to  be  determined. 
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I^'^i'^^^'u  "^"""^  cantonal  commissions,  of  which 

had  been  dissolved  previously  to  1923  and  312  during  that 
year._  The  actual  claims  filed  by  the  sinistres  were  considerably 
less  in  value  than  the  government  estimate  of  1921,  and  were 
as  follows : 

Cateoories  Claims  Gold  value  Paper  value 

1.  Requisitions   594,642  6,192,000.000  14,407,500,000 

2.  Movables   1.358,513         10,999,800,000  26,086,300,000 

8.  Immovables   1,054,283         20.393,200,000  79,342,600,000 

  3,007,438         37,585,200.000  119.836,500,000 

On  2,877,914  claims  of  a  total  claim  value  of  90,195,800,000 
paper  francs,  62,302,300,000  paper  francs  were  granted  and  it 
was  estimated  that  the  total  number  of  claims  will  amount  to 
82,718,500,000  paper  francs.i 

It  has  been  charged  in  the  Chamber  of  Deputies  that  a  con- 
siderable part  of  this  amount  represents  fraudulent  claims.  The 
fact  of  fraud  is  admitted  and  the  amount  has  been  estimated  at 
3,500,009,000  paper  francs  by  the  minister  of  Hberated  regions 
and  as  high  as  20,000,000,000  paper  francs  by  his  opponents. 
When  M.  Reibel  assumed  charge  at  the  ministry  the  total  valua- 
tion of  war  damages  was  100,000,000,000  paper  francs.  He  had 
reduced  that  sum  to  90,000,000,000  on  Januarv  1,  1923,  and  to 
82,000,000,000  by  Januarj-,  1924.  There  had  been  500  prosecu- 
tions and  200  convictions  for  fraud.  The  Chamber  has  provided 
for  the  rcAdsion  of  all  claims  above  500,000  paper  francs.  Two- 
thirds  of  the  first  115  claims  examined  were  found  to  be  excessive, 
but  fraud  was  indicated  only  in  five  or  six. 

While  no  formal  change  has  taken  place  in  the  categories  of 
damages.  Annex  I  of  Part  VIII  of  the  treaty  of  Versailles,  it  is 
now  clear  that  categories  5  to  7,  miUtary  pensions  and  civilian 
allowances,  are  not  likely  to  be  pushed  forward.  The  British 
Government  regards  such  claims  as  in  abeyance.  The  American 
Government  by  an  exchange  of  notes  of  August  10,  1922,  effected 
at  the  signing  of  the  agreement  establishing  the  German- American 
IMixed  Commission  on  Claims  to  be  paid  by  Germany,  signed 
off  any  rights  it  might  have  to  payments  on  those  accounts, 
and  thereby  registered  its  influence  against  the  prosecution  of 
Journal  des  Economistes,  Jan.  15,  1924,  p.  14. 
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such  claims  in  general.  The  pertinent  part  of  this  exchange  be- 
tween the  German  Chancellor  and  the  American  Ambassador  at 
Berhn  begins  vath.  this  quotation  from  the  Chancellor's  letter 
of  August^lO,  1922: 

From  the  numerous  conferences  which  have  taken  place  with  your 
excellency,  the  German  Government  believes  itself  justified  in  assum- 
ing that  it  is  not  the  intention  of  the  American  Government  to  insist 
in  the  proceedings  of  the  commission  upon  all  the  claims  contemplated 
in  the  Versailles  treaty  without  exception;  that  it  in  particular  does  not 
intend  to  raise  claims  such  as  those  included  m  paragraphs  5  to  7  of  annex 
1  of  article  244  of  the  Versailles  treaty  (claims  for  reimbursement  of 
military  pensions  paid  by  the  American  Government  and  of  allowances 
paid  to  American  prisoners  of  war  or  their  famihes  and  to  the  families  of 
persons  moljilized)  or  indeed  claims  going  beyond  the  treaty  of  August 
23,  1921. 

The  German  Government  would  be  grateful  if  your  excellency  would 
confirm  the  correctness  of  this  assumption. 

The  iWerican  Ambassador  replied  on  the  same  day  as  follows: 
In  accordance  with  the  instructions  that  I  have  received  from  my 
Government,  I  am  authorized  by  the  President  to  state  that  he  has  no 
intention  of  pressing  against  Germany  or  of  presenting  to  the  commission 
established  under  the  claims  agreement  any  claims  .  .  .  falling  within 
paragraphs  5  to  7,  inclusive,  of  the  annex  following  article  244  of  the 
treaty  of  Versailles.* 

Presents  Plans  of  Settlejient 

The  present  study  is  highly  selective.  The  previous  publica- 
tions have  described  the  general  machinery  of  reparation,  which 
has  not  changed.  The  subsequent  efforts  to  work  out  a  final 
scheme  of  payment  are  conseciuently  the  proper  thing  on  which 
to  throw  some  hght.  This  publication,  therefore,  aims  to  set 
forth  the  official  documents  which  represent  serious  consideration 
of  the  possible  terms  of  settlement.  It  will  doubtless  be  found 
that  the  eventual  agreement  will  be  a  combination  of  elements 
from  the  allied  and  German  plans  printed  in  the  first  three  chap- 
ters of  this  publication. 

The  Reparation  Commission,  which  by  the  treaty  shall  "in 

'  Myers,  'Treaties,  Conventions,  International  Acts,  Protocols,  anfl  Agreements 
between  the  United  States  of  America  and  other  Powers,  1910-1923,"  Vol.  Ill, 
p.  2603-01.    (Sen.  Doc.  348,  67th  Cong.,  4th  sess.) 
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general  have  wide  latitude  as  to  its  control  and  handling  of  the 
whole  reparation  problem,"  has  had  very  little  to  do  with  the 
matter  in  the  period  from  November,  1922,  to  March,  1924. 
Beginning  with  decisions  as  to  German  defaults  on  timber  and 
coal  in  December,  1922,  the  problem  has  in  effect  been  remitted 
to  the  creditor  states.  This  has  been  perhaps  natural  and  in- 
evitable, but  as  a  constantly  recurring  situation  it  emphasizes 
a  condition  fundamentally  unsatisfactory.  The  treaty  clearly 
contemplates  that  the  Reparation  Commission  should  be  a  re- 
sponsible body,  but  it  contradictorily  provides  that  "no  member 
of  the  commission  shall  be  responsible,  except  to  the  Government 
appointing  him."  It  consequently  follows  that  in  any  matter 
of  crucial  importance,  the  members  of  the  commission  act  solely 
as  agents  of  their  Governments  and  not  in  any  other  capacity. 
This  condition  accounts  for  the  fact  that  so  much  of  reparation 
history  emanates  from  the  foreign  ofBces  rather  than  the  head- 
quarters of  the  commission. 

There  was  every  evidence  before  the  publication  of  the  reports 
of  the  Com.mittees  of  Experts  that  the  political  mood  of  the 
creditor  states  was  such  that  the  purely  economic  recommendations 
of  the  experts  would  be  acceptable  as  a  way  of  closing  the  door 
on  past  poHcy.  There  remains,  however,  a  great  deal  of  detail 
to  be  worked  out,  not  only  by  the  Reparation  Commission,  but 
by  the  Governments,  before  the  reparation  problem  can  be  said 
to  be  proceeding  with  automatic  regularity. 

Throughout  the  period  under  review,  the  seizure  and  occupation 
of  the  Ruhr  has  been  to  the  fore.  The  question  of  its  legality 
has  been  definitely  raised  and  the  documents  printed  herein  in- 
cidentally refer  to  the  controversy  on  that  subject.  The  German 
passive  resistance  in  the  Ruhr  was  a  novel  feature  of  the  incident, 
and  the  attitude  of  the  Interallied  Rhineland  High  Commission 
was  a  matter  of  fundamental  importance. 
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STRIBUTIOX  OF  RECEIPTS  BY  THE  REPARATION  CO.MMISSION 
TO  JUNE  30,  19^3 


(expressed  in  thousands  of  gold  marks) 


Nattee  of  Recetpts 

States 

Ceded 

Cash 

Deliveries 

Total 

in  Kind 

Property 

Receipts 

Great  Britain  

613,467 

538 

1,255.839 

143,969 

1,357,956 

302,042 

1,803,967 

33,285 

305,336 

338,621 

1,081,268 

048,223 

635 

1,730.126 

390 

8,978 

59,000 

68.368 

6(H 

203,764 

204.368 

12,807 

12.807 

Poland  

14,968 

14,968 

4 

31.721 

31.725 

Czechoslovakia  .... 

16,258 

6,207 

22,565 

Portugal  

11,928 

11,923 

Total   

1,900,854 

3,225,416 

1  368,512 

5,494,782 

ScsPESsE  Accounts 

Together  5,494,782 

(a)  Dflireries  in  kind: 

Portion  of  value  of  ships    ....  392.743 

Submarine  cables    49,000 

Miscellaneous    91,751  533,494 

(b)  CnUd  Property  and  Portion  of  German 

PiiUic  Debt: 

Poland   1.775.848 

Danzig   309.546 

Portion  of  valuation  of  Saar  Mines   .  100.000       2,185,394  2,718,888 

Grjund  Tot.vl     8.213,670 
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I.    PROPOSALS  FOR  SETTLE^IENT 

The  account  of  reparation  negotiations  previously  published 
in  this  series  closed  with  a  summary^  of  the  London  meetings 
of  the  British,  French,  Belgian  and  ItaUan  premiers  in  August, 
1922.2  ^jj^^  conference  the  pohcy  which  France  subsequently 
pursued  became  evident  and  met  with  opposition.  Germany, 
already  granted  a  moratorium  from  the  strict  terms  of  the  Schedule 
of  Payments  of  May  5,  1921,^  was  ha\ang  difficulties  and  was 
seeking  a  longer  respite.  At  that  period  there  was  a  general 
feeling  among  those  quahfied  to  have  an  economic  opinion  on 
the  subject  that  the  burden  technically  imposed  on  Germany 
must  be  hghtened  if  that  country  were  to  acquire  a  reasonable 
capacity  to  pay  by  methods  and  means  which  the  creditors  could 
afford  to  accept. 

In  the  autumn  of  1922  Germany,  hampered  from  the  time  of 
the  armistice  by  prejudice  against  her  motives,  sought  to  refute 
the  allegation  of  avoiding  the  reparation  debt  by  calling  together 
financial  experts  of  world-wide  reputation  and  securing  from 
them  a  study  of  her  condition.  Their  reports  were  transmitted 
to  the  Reparation  Commission  on  November  14,  1922,  with  an 
appUcation  for  a  moratorium  based  upon  a  scheme  founded 
upon  the  expert  reports.  As  the  moratorium  then  current  would 
expire  with  the  coming  December,  it  was  obvious  that  this  move 
must  receive  attention. 

The  British,  French,  Belgian  and  Italian  premiers  met  at 
London  on  December  9  and  10,  1922,  and  at  Paris  on  January 
2-4,  1923,*  for  this  purpose. 

The  actual  work  of  the  meetings  was,  however,  taken 
up  with  discussions  of  Italian,  British  and  French  proposals 
for  settlement,  which  are  exceedingly  enUghtening  as  to  the 

'The  proceedings  have  not  been  made  public.  The  British  have  sought  to  publish 
them  and  have  stated  in  Parliament  that  French  consent  was  not  forthcoming. 
The  French  have  said  the  Belgians  objected,  and  the  Belgian  foreign  minister 
states  that  as  he  was  not  a  party  to  all  the  conferences,  he  was  unable  to  consent 
to  the  integral  publication  of  the  proceedings. 

^Vol.  V,  No.  2,  p.  108. 
'Vol.  V,  No.  3,  p.  195. 

*The  Italian  premier  was  represented  at  Paris  by  a  delegate. 
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national  points  of  view  and  which  as  a  whole,  along  with  the 
German  proposals,  present  the  possible  Imes  of  settlement. 
This  group  of  documents  is  therefore  set  forth  herewith. 

The  plans  were  discussed  at  great  length,  but  without  progress 
toward  an  agreement.  The  Italian  plan  was  not  brought  into 
the  argument,  which  was  confined  almost  exclusively  to  British 
and  French  memoranda  and  criticisms  of  their  respective  pro- 
posals. In  the  end  considerable  frankness  prevailed  and  the 
statements  of  Messrs.  Bonar  Law  and  Poincare  at  the  conclusion 
of  the  session  of  January  4  accurately  reflected  the  British  and 
French  attitudes.  At  that  time  Mr.  Bonar  Law  read  a  statement 
as  follows: 

His  Majesty's  Government,  after  giving  the  most  earnest  consideration 
to  the  French  proposals,  are  definitely  of  opinion  that  these  proposals, 
if  carried  into  effect,  will  not  only  fail  in  attaining  the  desired  results, 
but  are  likely  to  have  a  grave  and  even  disastrous  effect  upon  the  economic 
situation  in  Europe,  and,  in  these  circumstances,  they  can  not  take  part 
in,  or  accept  responsibihty  for,  them.  His  Majesty's  Government  at  the 
same  time  desire  to  assiu-e  the  Government  of  the  Republic  that  while 
they  regret  extremely  that  there  should  be  an  irreconcilable  difference  of 
opinion  on  a  subject  so  serious,  the  feeling  of  friendship  on  the  part  not 
only  of  the  British  Government,  but,  as  they  believe,  of  the  British  people, 
toward  the  Government  and  people  of  France  remains  unchanged.^ 

M.  Poincare  thanked  the  British  Government  for  the  last 
statement,  and  tlien  read  the  following  statement  on  behalf  of 
the  French  Government: 

The  Government  of  the  Republic  for  their  part  have  examined  very 
attentively  and  carefully  the  British  proposals,  and  the  longer  they  have 
studied  thera,  the  more  have  they  felt  obliged  to  recognize  that  the  pro- 
posals would  involve,  together  with  a  considerable  reduction  of  the  debt 
owing  to  France,  the  overtlirow  of  the  treaty  of  Versailles,  and  that  it  is 
impossible  for  them  to  accept  such  a  solution. 

The  Government  of  the  Republic  deeply  regret  their  inability  to  agree 
with  the  British  Government  on  those  serious  questions,  but  they  thank 
the  British  Government  for  their  friendly  statements  and  r^n  assure 
them  that,  in  spite  of  this  difference  of  opinion,  the  sentiments  of  the 
Government  of  the  Republic  and  of  the  French  nation  toward  England 
remain  unchangingly  cordial. 

'  'Interallied  Conferences  on  Reparations  and  Interallied  Debts,"  p.  194.  (Mis- 
cellaneous No.  3,  1923.    Cmd.  1812.) 
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1.    German  Application  and  Offer  of  November,  1922. 

M.  Sthamer  to  the  Marquess  Curzon  of  Kedleston} 

German  Esibasst,  London, 
My  Lord,  November  14,  1922. 

I  HAVE  the  honor  to  mform  your  Lordship,  in  conformity  with  the 
instructions  of  my  Government,  that  a  note  in  the  following  terms  will  be 
addressed  to-day  in  the  name  of  the  German  Government  to  the  president 
of  the  Reparation  Commission: 

"Sir, 

"Since  the  presentation  of  the  German  Government's  note  of  the  8th 
instant,  the  second  report  of  the  international  experts  called  together 
by  the  Government  has  come  to  hand  and  both  reports  are  being  com- 
municated to  the  Reparation  Commission  for  their  information.  The 
German  Government  adopt  the  contents  of  these  reports  in  principle 
and  submit,  on  the  basis  of  the  negotiations  now  concluded  with  the 
Reichsbank  and  as  supplementing  the  proposals  in  their  notes  of  the 
4th  and  8th  instant,  the  following  comprehensive  plan  for  the  raising 
and  the  stabilization  of  the  exchange  value  of  the  mark: 

"1.  A  definitive  stabilization  of  the  mark  can  only  be  effected  when 
the  reparations  question  is  finally  settled  in  accordance  with  the  ability 
of  Germany  to  pay.  But  in  view  of  the  recent  disorganization  of  the 
mark  this  final  settlement  can  no  longer  be  awaited,  and  some  pro- 
visional action  is  urgently  necessary  to  raise  and  support  the  mark. 

"2.  Such  provisional  action  can  not,  as  previous  experience  has  shown, 
be  effected  with  German  resources  alone.  In  order  to  re-establish  lost 
confidence  in  the  mark  the  co-operation  of  foreign  countries  is  required. 

"3.  The  German  Reichsbank  has  expressed  itself  as  ready  to  set  aside 
a  sum  of  500,000,000  gold  marks  in  gold  or  bills  for  stabilization  purposes. 

"4.  The  inception  of  measures  to  support  the  mark  requires  the  follow- 
ing conditions: 

"(a.)  Germany  to  be  relieved  for  three  or  four  years  from  all  payments, 
either  in  money  or  kind,  arising  out  of  the  treaty  of  Versailles. 

"Deliveries  in  kind  for  the  restoration  of  the  devastated  areas 
will  continue  as  long  as  they  can  be  made  without  an  increase 
of  the  floating  debt — i.e.,  from  current  revenue  or  internal  loans. 

"(6.)  Germany  to  receive  for  these  stabilization  measures  a  guaranteed 
credit  of  at  least  500,000.000  gold  marks  from  foreign  banks, 
so  that  a  total  sum  of  at  least  1  milliard  gold  marks  is  available 
for  the  measures  to  be  taken. 


1  Interallied  Conferences,  p.  3. 
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"5  The  above  conditions  have  also  been  laid  down  by  the  Reichsbank 
for  the  setting  aside  of  500.000,000  gold  marks  from  its  gold  reserve. 
The  Reichsbank  can  not,  however,  in  addition  furnish  a  security  or 
guarantv  for  the  foreign  bank  credit.  The  securities  required  for  the 
granters  of  the  credit  wiU  be  provided  by  the  German  Government, 
subject  to  the  consent  of  the  Reparation  Commission. 

"6.  The  sums  provided  by  the  foreign  banks  and  by  the  Reichsbank 
will,  the  organization  of  the" latter  being  utilized,  be  administered  by  an 
independent  institution  consbting  of  representatives  of  the  foreign  lendmg 
groups,  the  Reichsbank  and  the  Federal  Financial  Adnunistration. 

"7.  This  body  will  take  measures  to  improve  the  mark  exchange. 
Its  first  task  wiil  be  to  endeavor  to  acquire  in  foreign  markets  (New 
York.  London,  Amsterdam,  Zurich,  &c.)  the  available  supply  of  marks 
for  the  account  of  the  German  Government,  which  will  at  the  same  time 
lead  to  a  decline  in  the  exchange  rate.  They  will  also  attempt  to  regulate 
the  mark  exchange  by  purchasing  and  selUng  bills  of  exchange  both  at 
home  and  abroad. 

'"8.  So  soon  as  the  recovery  of  the  mark  has  restored  confidence  in 
Germany,  the  German  Government  will  issue  an  internal  gold  loan  on 
suitable  terms. 

"The  German  Government  are  also  prepared  to  float  foreign  loans  if 
money  is  obtainable  under  suitable  conditions. 

"Even  before  the  expiry  of  the  period  mentioned  in  No.  4  (a)  half  the 
proceeds  of  the  internal  loan  and  the  whole  of  the  proceeds  of  the  external 
loans  will  be  devoted  to  the  payments  in  money  and  in  kind  arising  out 
of  the  treaty  of  Versailles.  The  other  half  of  the  proceeds  of  the  internal 
loan  will  be  used  for  the  requirements  of  Germany's  own  budget,  and 
especially  for  the  repayment  of  the  stabilization  credit. 

"9.  By  means  of  the  measures  indicated  above  Germany  wOl  be  placed 
in  the  position  to  establish  an  equipoise  in  her  budget,  to  stop  the  increase 
of  the  floating  debt,  and  to  dbcontinue  within  an  appreciable  time  the 
discounting  of  treasury  bUls  by  the  Reichsbank.  As  soon  as  the  budget 
is  balanced  loans  will  only  be  issued  for  remunerative  purposes,  and 
floating  debt  be  incurred  only  for  temporary  financial  accommodation. 
The  causes  of  inflation  will  thus  dbappear. 

"By  means  of  internal  reforms  Germany  will  cut  down  her  expenditiure 
and  increase  her  revenue.  In  this  connection  the  following  matters  are  in 
particular  contemplated : 

"The  abolition  of  superfluous  departments;  the  reduction  of  the  number 
of  employees  and  civU  servants;  the  avoidance  of  unproductive  expendi- 
ture; the  restriction  within  the  limits  of  the  most  urgent  requirements  of 
legislative  measures  involving  fresh  expenditure;  the  productive  organiza- 
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tion  of  the  state  industrial  enterprises  with  a  view  to  make  them  pay 
their  way. 

"10.  Germany  to  adopt  all  measures  necessary  and  appropriate  to 
stimulate  the  productivity  of  labor  and  thus  arrive  at  an  equipoise  of 
the  trade  balance. 

"With  this  end  in  view,  a  modification  of  the  hours  of  labor  will  be 
initiated,  the  eight-hour  day  being  adhered  to  as  the  normal  working 
day,  but  legally  defined  exceptions  being  permitted  under  tariffs  or  official 
measures,  in  order  to  alleviate  the  distressed  economic  condition  of  Ger- 
many. All  measures  for  the  training  of  skilled  workmen  wUl  be  pressed 
forward,  and  the  use  and  importation  of  luxiuries  prohibited  and  the 
consumption  of  alcohol  restricted. 

"With  the  view  of  increasing  agricultural  production,  the  compulsory 
cultivation  of  grain  for  bread-making  will  be  abolished;  with  the  improve- 
ment of  the  mark  the  main  reasons  for  the  former  grain  policy  disappear. 

"11.  On  the  other  hand,  when  the  mark  exchange  becomes  stable 
foreign  states  must  abolish  restrictions  on  the  importation  of  German 
goods  which  were  occasioned  by  the  depreciation  of  the  German  currency. 
Moreover,  Germany  must  also  be  treated  on  a  basis  of  economic  equahty 
in  all  respects,  and  the  independence  of  her  industrial  administration  in 
the  occupied  territories  must  be  restored,  so  as  to  render  possible  the 
balancing  of  German  trade  and  payments." 

In  order  to  be  able  to  carry  out  the  scheme  propounded  above,  the 
German  Government  submit  to  the  Reparation  Commission  the  follow- 
ing proposals: 

(a.)  To  fix  finally,  as  soon  as  possible,  Germany's  liabilities  at  an 
amoimt  which,  including  the  service  of  the  loans  to  be  contracted, 
can  be  defrayed  from  the  budget  surplus. 

(6.)  In  the  first  mstance,  to  relieve  Germany  for  three  or  four  years 
from  all  payments  in  cash  and  in  kind  imder  the  treaty  of  Ver- 
sailles, apart  from  those  specified  in  section  4  (a),  paragraph  2, 
for  the  reconstruction  of  the  devastated  areas. 

(c.)  To  convene  immediately  a  conference  of  international  financiers 
to  discuss  the  question  of  granting  Germanj-  a  bank  credit. 

The  German  Government  are  also  prepared  on  their  part  to 
convoke  such  a  conference. 

(d.)  To  support  the  proposals  for  the  realization  of  the  requirements 
specified  in  section  2,  which  the  German  Government  will  submit 
to  the  Governments  concerned. 

I  am  also  instructed  to  inform  your  Lordship  that  in  a  few  days  two 
reports  of  experts  will  be  communicated. 

I  have,  &c. 

Sthamkr. 
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Reports  of  the  Intebnational  Flwcial  Expebts  Summoned  bt 
tS  Germ-o.  Government  to  Advise  them  on  the  Iinancx^l 
Situation  of  Germany. 

i.  Majority  Report  preseiikd  to  the  German  Government  by  Messrs.  Brand, 
Cassel,  Jenks  and  Keynes  on  November  7, 1922. 


Report  on  the  Stabilization  of  the  Marl: 

1  We  are  deeplv  impressed  by  the  vital  need  of  an  immediate  stebiliza- 
tion  of  the  German  mark.  It  is  an  essential  condition  of  savmg  Germany 
from  the  threat  of  complete  coUapse.  It  is  equaUy  essential  m  the  interest^ 
of  her  creditors,  whose  claims  wiU  otherwise  become  valueless.  Granted 
certain  concessions  from  these  creditors  which  we  mdicate  below,  sta- 
bUization  is  possible.  But  it  must  primarily  depend  upon  Germany  s 
own  efforts  and  own  resources  and  on  the  resolute  action  of  her  Govern- 
ment. It  is  hopeless,  at  this  stage,  to  expect  it  to  be  accomphshed  by 
foreign  assistance  as  its  main  foundation.  Germany  must  have  a  con- 
structive poUcy  of  her  own,  even  though  it  involves  a  risk.  No  other 
course  is  open. 

2.  To  the  question  whether  stabilization  is  possible  m  present  con- 
ditions, we  reply:  No.  First,  for  internal  reasons,  in  particular  the 
results  of  the  financial  methods  adopted  by  the  German  Government 
during  and  after  the  war;  second,  for  external  reasons,  m  particular  the 
burdens  of  the  treaty  of  Versailles. 

With  the  necessary  internal  action,  we  deal  below. 

3.  As  regards  external  burdens,  we  are  of  opinion  that,  so  long  as  Ger- 
many is  not  reheved  for  a  period  from  payments  under  the  treaty  of 
Versailles,  any  attempt  to  stabilize  the  mark  would  be  futile,  and  could 
only  result  in  the  useless  dissipation  of  Germany's  ultimate  reserves. 
Such  relief  is  therefore  an  indispensable  prior  condition. 

The  length  of  the  period  for  which  payments  must  be  suspended  wiU 
depend  on  the  possibility  of  establishing  a  surplus  in  the  German  budget. 
The  essential  prmciple  is  that  payments  must  not  begm  again  until  they 
can  be  made  out  of  a  real  surplus  and  not  out  of  proceeds  of  a  fresh  in- 
flation. We  believe  that  the  period  must  now  be  fixed  at  two  years  at 
least.  The  suspension  of  payments  must  include  deliveries  in  kind  as  well 
as  cash  payments. 

4.  Any  scheme  of  stabilization  can  only  be  regarded  as  provisional, 
pending  a  final  settlement  of  the  reparation  question  at  an  early  date 
on  Unes  capable  of  being  carried  out.  Nevertheless,  in  view  of  the  risks 
of  inaction,  even  for  a  short  further  period,  we  think  that  stabilization 
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must  be  begun  in  advance,  if  necessary,  of  a  definitive  settlement  of  this 
question. 

5.  With  the  relief  proposed  above,  the  success  of  any  scheme  of  stabili- 
zation must  depend  not  on  a  foreign  loan,  but  rather  on  industrial  and 
budgetary  developments  within  Germany  and  on  a  final  settlement  of 
the  reparation  problem  at  any  early  date. 

Nevertheless,  the  support  of  an  international  consortium  would  be 
of  the  greatest  importance  in  its  effect  on  public  confidence.  We  think 
that,  while  the  plans  of  stabilizing  the  mark  are  being  put  into  working 
shape,  negotiations  should  be  initiated  immediately  to  obtain  such 
support,  perhaps  in  the  form  of  credits  to  be  utilized  in  case  of  need, 
and  that  a  group  of  bankers  should  be  called  together  forthwith  to  consider 
the  foundation  of  a  consortium  for  the  purpose  of  co-operating  in  the 
scheme  of  stabilization  as  proposed  below. 

We  wish,  however,  to  make  it  clear  that,  in  our  opinion,  pending  a 
final  settlement  of  the  reparation  question  on  sound  lines,  no  credits  can 
be  obtained  from  a  foreign  consortium,  except  on  a  very  modest  scale, 
to  supplement  and  support  Germany's  ®wn  efforts.  No  really  substantial 
loan  can  possibly  be  obtained  from  foreign  sources  imtil  the  lenders  have 
an  assurance  as  to  the  position  at  the  conclusion  of  the  moratorium 
period.   For  without  such  an  assurance  no  sound  basis  of  credit  exists. 

6.  In  the  long  run  the  success  of  stabilization  must  depend  on  the 
equilibrium  of  the  budget.  On  the  other  hand,  stabilization  is,  in  itself, 
a  necessary  condition  for  the  recovery  of  equilibrium. 

We  have  been  informed  from  the  German  Treasury  that,  if  the  mark 
were  stabilized,  and  if  the  budget  were  relieved  of  the  present  extraordinary 
charges,  it  would  be  possible  to  balance  normal  revenue  and  expenditure 
at  an  early  date.  Present  conditions  have  thrown  the  statistics  of  the 
budget  into  confusion.  But  we  see  no  reason  to  doubt  the  accuracy  of 
this  expression  of  opLaion  as  to  what  is  possible. 

The  utmost  economy  in  government  expenditure  and  the  utmost  rigor 
in  the  collection  of  taxes  are  of  the  first  importance.  Capital  expenditure 
for  the  public  services  should  not  be  charged  to  revenue  account  but 
paid  for  out  of  internal  funded  loans.  Nevertheless,  it  is  neither  necessary 
nor  practicable  to  prohibit  absolutely  an  increase  in  the  floating  debt; 
and  for  a  brief  period  it  would  be  possible,  with  a  stabilized  mark,  to 
allow  just  enough  further  increase  to  tide  over  immediate  diflSculties. 

7.  We  have  found  that  the  principal  objection  in  the  minds  of  many 
authorities  to  any  scheme  of  stabilization  without  a  large  measure  of 
external  support  is  based  on  pessimistic  conclusions  relating  to  the  balance 
of  trade.  In  present  conditions  a  basis  is  lacking  for  any  sound  statistical 
conclusions.  We  have  been  given  many  different  figures,  and  we  doubt 
if  any  of  them  deserve  much  credence.   In  order  to  form  any  judgment 
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at  all  on  the  amount  of  the  adverse  balance,  which  probably  exists  for  the 
moment,  we  are  driven  to  another  method  of  calculation. 

On  the  debit  side  of  the  balance  of  payments,  Germany  has  had  to 
cover  her  adverse  balance  of  trade,  her  payments  under  the  treaty,  and 
the  Bight  of  capital  from  the  country.  To  meet  this  she  has  had  to  rely 
on  certain  items  of  "invisible  exports,"  foreign  credits,  and  purchases 
by  foreigners  of  marks  and  mark  assets.  Somehow  or  other  these  different 
sets  of  items  must  have  balanced  even  durmg  the  current  year.  If  the 
adverse  balance  of  trade  has  been  as  large  as  some  people  suppose,  the 
purchase  of  mark  assets  by  foreigners  has  to  be  put  at  an  impossibly 
high  figure. 

■\Ve  draw  from  this  the  conclusion  that  the  actual  trade  balance  against 
Germany  can  not  even  now  be  very  great,  and  that  if  she  is  relieved  of 
cash  payments  under  the  treaty  and  of  coal  imports  in  replacement  of 
reparation  deliveries,  it  should  not  be  beyond  her  capacity  to  pay  her 
way. 

We  think,  therefore,  that  the  state  of  the  trade  balance  is  not  a  fatal 
obstacle  to  stabilization,  iloreover,  a  sound  currency  is  in  itself  a  strong 
corrective  to  an  adverse  balance  of  trade,  and  will  bring  into  operation 
many  forces  tending  toward  equilibrium. 

There  is,  however,  one  concession  without  which  the  restoration  of 
Germany's  trade  equilibrium  might  impose  privations  so  severe  as  to 
risk  the  breakdown  of  the  practical  execution  of  our  plan — namely,  the 
restoration  to  Germany  of  normal  prerogatives  in  international  trade, 
as  regards  her  liberty  to  impose  import  duties  on  luxuries  and  a  right 
to  claim  most-favored-nation  treatment  for  her  exports.  Foreign  coun- 
tries may  be  more  willing  to  modify  the  existing  restrictions  when,  with 
the  stabilization  of  the  mark,  Germany's  competition  on  foreign  markets 
becomes  more  normal  in  character. 

8.  We  conclude  that,  in  the  conditions  we  postulate,  an  immediate 
stabilization  is  possible  by  means  of  Germany's  own  efforts.  Indeed  we 
go  further.  Certain  technical  conditions  are  now  present — the  large  gold 
reserve,  the  scarcity  of  currency,  the  margin  between  external  deprecia- 
tion on  the  one  hand  and  the  degree  of  internal  inflation  and  internal 
depreciation  on  the  other — which  render  the  position  unusually  sus- 
ceptible to  control.  At  the  rate  of  3,500  M.  to  the  dollar,  the  gold  in 
the  Reichsbank  now  amounts  to  about  twice  the  value  of  the  note  issue. 
This  is  an  unprecedented  situation.  No  other  currency  has  fallen  into 
decay  with  so  great  a  potential  support  still  unused. 

9.  We  think  it  would  be  imprudent  to  attempt  the  stabilization,  which 
we  recommend,  except  at  a  low  value  for  the  mark,  although  this  value 
might  be  appreciably  higher  than  at  present.  It  is  impossible  to  say  at 
the  moment  what  the  rate  should  be.  The  recent  great  collapse  is  mainly 
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due  to  a  failure  of  confidence,  and  if  the  measures  indicated  above  are 
taken,  a  great  improvement  might  occur  immediately.  As  an  illustration 
of  our  opinion,  we  should,  under  the  conditions  existing  as  we  write 
(7,000  M.  to  the  dollar),  regard  some  rate  between  3,000  and  3,500  M. 
to  the  dollar  as  appropriate.  But  it  is  necessarj'  to  remember  that  at 
any  such  rate  as  this  a  great  increase  in  the  volume  of  notes  will  gradually 
become  necessary  as  the  business  of  the  country  reverts  to  normal  con- 
ditions. The  definite  rate  to  be  adopted  should  be  fixed  with  reference 
to  the  internal  purchasing  power  of  the  mark  and  to  the  position  of  the 
external  exchanges  at  the  date  when  the  plan  outlined  m  the  second 
part  of  our  report  is  put  into  operation,  the  general  lines  of  the  plan 
having  been  announced  some  short  time  previously. 

It  is  evident  that,  after  stabilization  is  fully  accomplished,  a  new  imit, 
being  some  multiple  of  the  stabilized  paper  mark,  should  be  adopted  for 
general  convenience. 

Outlines  of  a  Plan  for  Stabilizing  the  Mark. 

1.  In  return  for  a  suspension  of  payments  under  the  treatj'  of  Ver- 
sailles for  a  period  of  two  years,  the  German  Government  should  offer 
to  the  Reparation  Commission  the  following  definite  guaranties: 

(a.)  That  an  independent  board  of  exchange  control  would  be  con- 
stituted as  a  special  department  within  the  organization  of  the 
Reichsbank,  and  that  the  Reichsbank  would  hold  adequate  gold 
from  their  reserves  at  the  service  of  the  board. 

(6.)  That  so  long  as  any  part  of  such  gold  is  unpledged,  paper  marks 
shall  be  purchased  by  the  board  of  exchange,  on  demand,  at  a 
fixed  rate  to  the  dollar;  this  fixed  rate  to  be  determined  on  the 
principles  outlined  in  the  first  part  of  our  report. 

(c.)  That  the  aggregate  value  of  the  net  floating  debt  shaU  not  be 
increased  beyond  a  defined  figure;  all  other  Government  require- 
ments for  credit  to  be  covered  by  funded  loans. 

No  modification  to  be  made  in  the  above  without  the  permission  of 
the  Reparation  Commission. 

It  would  be  necessary,  further,  for  the  Reparation  Commission  on 
the  one  hand  and  the  German  Government  on  the  other,  to  exempt  the 
resources  of  the  board  of  exchange  from  interference. 

2.  On  the  consent  of  the  Reparation  Commission  being  obtained  to 
the  above,  the  following  measures  to  be  taken : 

(a.)  Financial  co-operation  and  support  of  an  international  financial 
consortium  to  be  invited. 
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(b )  A  foreign  currency  reserve,  on  such  scale  as  may  be  required,  to 
be  created  on  the  basis  of  the  gold  at  the  disposal  of  the  board 
of  exchange,  in  conjunction  with  the  credits  which  may  be  nego- 
tiated with  the  international  consortium  from  time  to  time  on 
such  security  as  may  be  acceptable. 

(c.)  The  abolition  of  all  exchange  regulations  and  the  restoration  of 
free  and  unrestricted  dealings  in  exchange  and  foreign  securities. 

3.  The  board  of  exchange  to  buy  and  sell  foreign  exchange  on  demand 
(on  gold  exchange  standard  principles)  against  paper  marks  at  fixed  rates, 
the  selling  rate  being  not  above  5%  dearer  than  the  buymg  rate  in  the 
first  instance. 

4.  The  bank  rate  to  be  raised  to  a  high  rate,  and  dear  money  to  be 
maintained  until  stabilization  is  quite  secure,  but  discounts  and  advances 
to  be  made  freely  at  this  rate  for  regiilar  trade  transactions  against  all 
normally  approved  security. 

5.  In  order  to  concentrate  into  its  foreign  currency  reserves  as  large 
an  amount  as  possible  of  the  free  foreign  assets  of  German  nationals 
under  conditions  which  would  inspire  confidence 

(o.)  The  board  of  exchange  would  issue  gold  bonds,  guaranteed  by 
the  Reichsbank,  at  an  adequate  rate  of  interest,  repayable  in 
gold  in  one  or  two  years,  in  exchange  for  foreign  banknotes,  bank 
balances,  &c. 

(6.)  The  board  of  exchange  would  buy  foreign  exchange  spot  and  sell 
it  forward  at  appropriate  corresponding  rates  for  various  periods. 

6.  The  additional  notes  required  to  carry  on  the  business  of  the  coun- 
try, as  it  returns  to  more  normal  conditions,  would  be  issued 

(a.)  By  trade  discounts  and  trade  advances  by  the  Reichsbank;  and 
(b.)  The  sale  of  marks  by  the  board  of  exchange  against  the  receipt 
of  foreign  currency,  and,  to  the  least  possible  extent  and  for  a 
period  not  exceeding  six  months,  against  further  treasury  bills 
issued  to  cover  the  budgetary  deficit  during  the  transitional  period 
before  the  budget  can  be  balanced. 

R.  H.  BR.VND. 

GusTAv  Cassel. 
Jeremiah  W.  Jenks. 
J.  M.  Keyxes. 

Beblin,  November  7,  1922. 
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ii.    Minority  Report  Presented  to  the  German  Government  by  MM.  Vissering, 
Dubois  and  Kamenka  on  November  9,  1922. 

First  question:  Is  it  possible  under  present  circumstances  to  stabilize 
the  value  of  the  mark? 
We  answer:  It  is  impossible  to  arrive  at  a  permanent  stabilization 
of  the  mark  as  long  as 

1.  Paper  money  inflation,  at  present  a  chief  cause  for  the  deficit  in 
the  German  state  budget,  and  her  administrative  services,  has  not  been 
curbed. 

2.  That  the  balance  of  payments  will  remain  passive  owing  to  excess 
of  imports,  the  flight  of  capital  into  foreign  parts,  the  domestic  aversion 
to  the  mark  and  the  deliveries  to  be  made  in  kind  and  in  cash  imder  the 
head  of  reparation. 

Second  question:  If  to  the  first  question  a  reply  in  the  negative  is  given, 
what  presuppositions  would  have  to  be  realized  in  order  to  render 
stabilization  possible? 
The  answer  to  this  question  has  already  been  given  in  the  reply  to 
the  first  question. 

Nevertheless,  we  deem  it  of  value  to  emphasize: 

1.  Paper  money  inflation  had  already  begun  to  produce  its  abominable 
effects  in  Germany  as  elsewhere,  when,  during  the  course  of  the  war, 
expenditure  was  provided  for  not  by  the  regular  receipts  from  taxation, 
but  by  badlj'-placed  loans,  and,  above  all,  by  turning  for  aid  to  a  floating 
debt,  which  has  gro^^^^  later  on  by  the  necessity  for  providing  food,  and, 
finally,  by  the  deficits  of  the  ordinary  and  of  the  extraordinary  budgets 
of  the  Reich. 

But  every  inflation  leads  out  of  itself  to  new  inflation,  for  every  time 
that  the  purchasing  power  of  the  mark  is  reduced  the  transaction  of  the 
like  bartering  operation  requires  a  higher  sum. 

If  the  measures  for  the  stabilization  of  the  mark  are  to  be  permanently 
successful,  causes  of  inflation  due  to  the  Government  must  be  made  to 
disappear. 

Which  means:  The  budget  of  the  Reich  must  really  balance,  the  actual 
expenditure  must  range  within  the  bounds  of  the  preliminary  estimates 
that  should  be  kept  on  the  lowest  possible  level.  If  the  receipts  are  in- 
sufficient for  covering  the  expenditure,  it  will  be  imperative  to  open  up 
new  sources  of  revenue;  finally,  the  extraordinary  budget  of  the  Reich 
must  not  be  charged  with  expenditure  on  investments  in  immovables, 
which  may  either  be  avoided  or  suspended  till  matters  improved,  nor 
should  the  extraordinary  budget  of  the  Reich  embrace  preliminary  esti- 
mates for  payment  of  reparation  exceeding  whatever  surplus  there  may 
be  out  of  the  receipts  of  the  ordinary  budget  of  the  Reich. 
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The  fulfilment  of  such  purpose  necessitates  strict  economy  m  the 
expenditure  of  the  Reich,  reduction  of  the  staff  in  public  administration 
and  state  services,  as  well  as  the  gradual  diminution  of  du-ect  and 

indirect  food  subventions.  ,       ,  x  K„ior,^o 

2  Unfortunatelv  we  have  no  accurate  data  for  the  present  balance 
of  payments  in  Germany,  nor  even  a  definite  statement  of  the  figures 
relating  to  her  balance  of  trade. 

All  that  one  can  say  is  this,  that  financially  the  balance  seems  to  show 
a  rather  heavT  deficit. 

Whence  arises  this  deficit?  .,    ,      .  , 

(a )  From  the  sinking  of  the  exports,  which  is  ascribed  to  mtemal  as 
well  as  external  causes.  In  the  list  of  internal  causes  is  adduced  the 
diminution  of  productive  capacity  owmg  to  present  workmg  conditions. 
It  is  not  our  office  to  interfere  with  internal  questions  of  German  legisla- 
tion, but  we  are  of  opinion  that  every  effort  should  be  made  by  the  Govern- 
ment and  the  population  to  recover  such  productive  capacity. 

The  principal  external  cause  is  said  to  be  derived  from  the  impedi- 
ments placed  by  foreign  nations  in  the  way  of  importation  of  German 
goods.  This  is  a  very  delicate  matter,  for  abroad  there  have  been  con- 
tinual and  not  unfounded  complaints  on  the  severe  competition  that 
German  industry  has  entered  into  with  various  countries  throughout 
the  last  few  years,  leading  to  the  ruin  of  several  of  their  branches  of 
industry.  If  Germany  is  desirous  of  having  these  restrictions  removed 
then  she  should  compete  on  a  normal  basis,  i.e.,  such  competition  should 
not  be  the  result  of  the  cheap  prices  of  her  goods  owing  to  the  successive 
falling  of  her  exchange. 

Be  that  as  it  may,  all  that  can  be  said  is  that  it  will  be  unpossible  to 
arrive  at  an  equilibrium  of  the  balance  of  payment,  unless  the  possi- 
bilities of  export  are  developed. 

(6.)  By  increasing  imports  abnormally  under  the  present  conditions. 
The  mark  has  sunk  to  such  an  extent  that  the  confidence  of  Germans 
themselves  in  their  own  country  is  more  than  shaken.  Hence  the  dim- 
inution of  the  desire  to  save  and  the  tendency  to  spend  the  mark  either 
for  immediate  amusements  or  for  hoarding  up  commodities.  If  con- 
fidence could  be  restored  by  stabilization  setting  in,  this  cause  for  im- 
portation would  disappear. 

On  the  other  hand,  importation  is  favored  by  the  obligation  of  Ger- 
many to  allow  certain  foreign  goods  to  enter  the  country,  as  well  as  through 
the  so-called  hole  in  the  west.'  It  b  evident  that  the  German  Govern- 
ment, having  their  hands  tied  in  this  respect,  will  find  it  very  difficult 

'This  refers  to  the  fact  that  a  customs  barrier  is  erected  in  the  occupied  regions 
unfavorable  to  German  exports,  but  no  countervailing  duty  can,  under  the 
treaty,  be  established  by  Germany  against  imports. 
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to  keep  up  anything  like  a  serious  control  of  imports  and  to  keep  them 
effectually  down. 

Moreover,  a  temporary  increase  of  imports  has  set  in,  viz.,  for  cereals, 
which  will  be  especially  heavy  owmg  to  the  bad  domestic  harvest.  But 
this  factor  is  not  a  permanent  one. 

Lastly,  the  importation  of  coal  is,  above  all,  the  consequence  of  obliga- 
tory deliveries  of  coal  to  the  Allies.  As  long  as  no  other  arrangements 
take  place,  this  cause  for  a  passive  balance  of  trade  will  remain. 

Flight  of  German  Capital  into  Foreign  Countries  and  Domestic  Aversion 
to  the  Mark. — We  have  no  data  as  to  the  volume  of  such  flight  of  capital. 
But  we  are  of  the  opinion,  on  the  one  hand,  if  the  stabilization  of  the 
mark  were  about  to  be  realized,  one  of  the  motives  for  this  flight  of  capital 
will  disappear,  and  that  possibly  a  successive  return  of  capital  would 
take  place,  and,  on  the  other  hand,  that  German  fiscal  legislation  ought 
to  bear  in  mind  that  in  exceeding  certaia  limits  in  taxation  of  property 
and  income  it  provokes  the  flight  of  capital,  and  that  even  by  the  most 
drastic  measures  of  control  it  will  not  be  possible  to  put  a  complete  stop 
to  such  exodus. 

(d.)  Finally,  during  the  past  few  years  and  up  to  quite  recently  the 
German  Government  have  been  forced  to  make  cash  payments  and 
payments  in  kind  on  the  score  of  reparations,  largely  influencing  its 
balance  of  payments,  and  we  consider  all  attempts  at  stabilizing  the 
mark  at  present  to  be  futile,  if  these  payments  do  not  cease  until  such 
a  time  that  there  are  well-founded  prospects  for  establishing  such 
equilibrium. 

To  recapitulate,  one  of  the  conditions  for  a  definite  stabilization  of 
the  mark  being  that  the  balance  of  payments  be  not  longer  unfavorable 
to  Germany,  it  is  necessary  that  the  above-enumerated  factors  leading 
to  such  passivity  be  removed.  The  German  Government  inform  us 
that  if  Germany  were  relieved  for  a  sufficiently  long  period  from  the 
making  of  reparation  payments  they  are  convinced  that  in  a  comparatively 
short  time  the  situation  would  show  a  marked  improvement.  We  can 
not  but  take  cognizance  of  this  declaration. 

Third  question:  What  measures  should  be  adopted  for  stabilizing  the 
mark,  as  soon  as  the  foregoing  presuppositions  have  been  realized? 

As  soon  as  the  above-mentioned  presuppositions  are  fulfilled  or  about 
to  be  realized,  we  propose  the  following  measures : 

/. — Standard  of  Value. 

Considering  that  the  paper  mark  under  the  conditions  prevailing  at 
present  has  totally  lost  its  character  as  a  standard  of  value,  the  question 
of  creating  a  new  and  permanent  standard  of  value  must  be  approached 
in  the  very  near  future.   Such  standard  might  best  be  foimd  in  a  new 
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gold  mark.  On  account  of  the  impoverishment  that  has  supervened  m 
public  life  in  general,  it  would  appear  advisable,  however  to  discard  the 
present  calculation  and  to  choose  a  smaUer  unit,  which  for  the  purpose 
of  facilitation  of  conversion,  ought  to  be  some  precise  fraction  of  the  i 
sterlmg  or  the  dollar,  e.g.,  l/40th  £  sterlmg,  respectively  Qd.  or  1/lOth 
dollar.    This  unit  shall  be  called  the  "new  gold  mark. 

II.  — The  Money  Bank. 

For  the  purpose  of  carrying  out  the  stabilization  of  the  mark,  it  would 
be  suitable  to  create  an  independent  organization  constitutmg  a  juridical 
entitv;  for  instance,  in  the  shape  of  a  joint  stock  company,  which  might 
be  designated  money  bank,  for  the  reason  that  it  is  to  be  estabUshed 
for  the  purpose  of  introducing  a  new  kmd  of  money. 

The  original  capital  would  have  to  be  fixed  at  100  miUion  gold  marks, 
which  would  have  to  be  paid  in  by  the  Reichsbank  in  gold.  As  a  con- 
sideration the  Reichsbank  receives  the  shares  of  the  new  money  bank, 
in  which  way  the  assets  of  the  Reichsbank  would  not  be  diminished. 

As  the  establishment  of  this  bank,  however,  would  take  some  con- 
siderable time,  we  are  of  opinion  that,  in  the  first  instance,  a  committee 
composed  of  representatives  of  the  mmistry  of  finance,  of  the  foreign 
lenders  and  of  the  Reichsbank  ought  to  be  convened  in  order  to  arrange 
for  the  initial  steps  for  effecting  stabilization. 

If,  in  the  foUowLug  sections,  the  money  bank  is  referred  to,  pro  tern. 
the  above-named  committee  is  meant. 

III.  — International  Banking  Credits. 

The  stabilization  of  the  mark  can  only  be  carried  out  by  means  of  a 
considerable  foreign  credit,  of,  say,  about  500  million  gold  marks  of  the 
present  currency.  Such  credit  would  best  be  granted  in  the  shape  of  an 
accept-credit  vnih  foreign  banks.  The  credit  ought  to  be  at  the  disposal 
of  the  money  bank,  which  could,  as  required,  claim  advances  by  issuing 
bills,  thus  enabling  the  money  bank  to  purchase  exchanges. 

For  granting  such  credits,  larger  banks  in  the  United  States  of  America 
and  European  states  possessing  a  normal  currency  would  come  Lato 
consideration.  Banks  of  other  countries,  the  co-operation  of  which  has 
been  solicited,  declaring  their  willingness  to  participate  in  such  action, 
might  also  join  this  group. 

Under  the  auspices  of  the  Reparation  Commission  an  international 
banking  committee  should  be  convened  as  soon  as  possible,  which  com- 
mittee would  be  charged  with  the  task  of  creating  a  banking  consortium 
in  order  to  investigate,  in  touch  with  the  Reparation  Commission  and 
the  German  Government,  the  question  of  credits  and  the  guaranties 
to  be  rendered  in  conjunction  with  same. 
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IV. — Preliminary  Conditions  with  reaped  to  Stabilization. 

We  deem  it  advisable  to  reiterate  on  this  occasion  that  a  definite  sta- 
bilization is  only  to  be  accomplished  if  the  conditions  prevailing  in 
German}'  render  a  de  facto  stabilization  possible,  viz. : 

(a.)  By  the  balancing  of  the  budget. 

(6.)  By  bringing  about  an  active  balance  of  trade,  or  at  least  one  whose 

equilibrium  has  been  restored, 
(c.)  By  restoring  the  equilibrium  of  the  balance  of  payments. 

Sub  (a.)  Provided  a  balancing  of  the  budget  is  not  possible  by  means 
of  increasing  the  revenue  by  way  of  taxation,  such  balancing  must  be 
attempted  by  a  diminution  of  expenditure.  It  being  hardly  possible 
to  bring  about  considerable  increase  of  revenue,  this  aim  may  perhaps 
only  be  attained  by  diminishing  the  expenditure.  First  of  all,  not  only 
the  deficits  of  the  railways  and  postal  services,  including  telephones  and 
telegraphs,  must  be  eliminated,  i.e.,  working  revenue  must  cover  working 
expenditure,  but  these  institutions  must  beyond  that  furnish  a  surplus 
to  insure  an  adequate  amortization  of  immovables  as  well  as  the  payment 
of  interest  on  the  capital  invested.  It  is  furthermore  absolutely  necessary 
to  discontinue  as  soon  as  possible  the  subsidies  which  are  to  be  paid  in 
consequence  of  Government  control  and  which  are  responsible  for  a 
fallacious  calculation  of  prices.  As  a  last  resource  a  reduction  in  the 
number  of  oflBcials  would  have  to  be  resorted  to. 

As  regards  extraordinary  expenditure  as  far  as  they  refer  to  absolutely 
necessary  permanent  investments  for  railways,  canals  and  the  like,  it 
is  to  be  remarked  that  the  pecuniary  means  required  for  same  must  be 
raised  by  internal  loans.  As  regards  reparation  payments,  they  shall  be 
dealt  with  below. 

Sub  (b.)  Every  measure  must  be  tried  in  order  to  make  the  balance 
of  trade  active,  which  would  at  the  same  time  exercise  a  favorable  influence 
on  the  balance  of  payments.  With  this  end  in  view,  an  increase  of  pro- 
duction must  above  all  be  brought  about  by  an  improvement  of  methods 
of  manufacture  as  well  as  by  increasing  the  intensity  of  labor,  and,  if 
necessary,  by  increasing  working  hours. 

Simultaneously,  the  question  of  reducing  wages  and  adaptation  of 
same  to  the  prevailing  value  of  money  might  be  investigated.  It  is, 
however,  not  to  be  expected  that  the  workmen  will  agree  to  these  measures 
as  long  as,  on  the  one  hand,  increased  work  does  not  benefit  Germany  as 
a  whole  and  the  workmen  themselves,  and,  on  the  other  hand,  normally 
reduced  wages  do  not  increase  the  purchasing  power. 

Sub  (c.)  Reparation  payments  must  not  be  imposed  upon  Germany 
as  long  as  they  can  not  be  paid  for  from  the  surplus  of  the  budget,  as 
otherwise  such  payments  will  lead  to  a  new  issue  of  treasury  bonds,  and 
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thus  to  an  increase  in  the  circulation  of  banknotes,  resj).  inflation,  and  in 
thus  manner  would  make  stabilization  impossible. 

A  definite  stabilization  can  only  come  into  consideration  after  the 
above  conditions  have  been  fulfilled.  For  this  purpose  the  Government 
must  balance  the  budget,  industrials  and  workmen  must  endeavor  to 
increase  their  working  output,  and  the  allied  Governments  must  agree 
to  the  settlement  of  the  obligations  arising  out  of  reparations. 

A  permanent  stabilization  of  this  kind  is  only  to  be  maintained  after 
the  reparation  question  has  foimd  a  definite  solution  providing  for  a 
definite  mode  of  payment. 

V. — Provisional  Stabilization. 

If  there  is  a  reason  to  hope  that  the  above  conditions  can  be  fulfilled 
at  a  not  too  far-distant  date,  the  attempt  of  a  provisional  stabilization 
may  be  imdertaken. 

In  this  respect,  howe%-er,  one  should  not  lose  sight  of  the  fact  that  a 
provisioned  stabilization  bears  in  itself  a  certain  risk,  inasmuch  as  after- 
ward it  might  be  found  that  the  necessary  presuppositions  could  not  be 
fulfiUed. 

The  first  stabilization  should  be  begun  as  follows:  As,  above  all,  it  is 
necessary  for  the  money  bank,  which  will  be  charged  with  the  manage- 
ment of  the  operations,  to  have  at  command  means  suflBcient  to  oppose 
all  counter-tendencies,  the  money  bank,  i.e.,  the  committee,  should 
have  at  their  disposal 

1.  The  entire  foreign  credits;  and 

2.  As  great  as  possible  a  part  of  the  gold  of  the  Reichsbank. 

By  the  aid  of  these  extensive  liquid  means  the  money  bank  ought  to 
buy  mark  assets  and  banknotes  in  marks,  principally  by  concentrating 
its  activities  on  foreign  markets. 

We  believe  that  by  a  suitable  action  all  possibly  initiated  counter- 
operations  could  effectually  be  met  and  a  considerable  improvement 
of  the  rate  of  exchange  of  the  mark  on  foreign  markets  could  be  arrived  at. 

To  produce  an  upward  movement  of  the  mark  is  one  of  the  principal 
aims,  as  the  latest  drop  of  the  mark  is  essentially  due  to  a  crisis  brought 
about  by  lack  of  confidence,  which,  after  being  eliminated,  might  soon 
be  succeeded  by  a  counter-tendency. 

Supposing  that  in  this  manner  the  mark  can  be  brought  back  to  a 
considerably  higher  level,  important  advantages  will  result,  as  set  out 
below: 

(a.)  The  proportionately  too  great  depreciation  of  the  mark  will  be 
checked. 
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(6.)  The  mark  will  be  placed  at  a  level  which,  compared  with  the 

present  rate,  would  not  entail  a  complete  devaluation  of  all  mark 

assets  of  whatever  description, 
(c.)  The  higher  the  level  of  stabilization  is  chosen,  the  sooner  the 

notes  in  circulation  at  present  will  suffice  for  the  requirements 

of  the  country. 

On  the  other  hand : 

(a.)  A  definite  adoption  of  wages  to  the  new  internal  value  of  the 
mark  will  require  a  period  more  or  less  extended,  during  which 
serious  difficulties  will  have  to  be  overcome;  and 

(6.)  A  considerable  reduction  of  prices  will  have  to  be  the  natural 
consequence. 

An  improved  economic  situation  brought  about  by  stabilization  wUl 
also  facilitate  the  carrying  out  of  a  sound  economic  policy  on  the  part 
of  the  Government.  Thereupon  it  will  also  be  possible  to  establish  the 
budget  on  a  firm  basis  and  to  restore  the  equilibrium. 

VI.  — Date  on  which  the  Provisional  Stabilization  is  to  be  Effected. 
Taking  into  consideration  all  these  desirable  effects,  it  would  appear 

absolutely  necessary  immediately  to  undertake  the  attempt  of  a  pro- 
visional stabilization,  provided  there  is  a  prospect  of  the  above-mentioned 
presuppositions  being  fulfilled  at  not  too  far  distant  a  date. 

VII.  — Conversion  Bank, 

As  soon  as  a  sufficiently  high  rate  of  exchange  of  the  mark  has  been 
attained,  aU  means  should  be  adopted  to  maintain  the  mark  at  this  level, 
either  by  purchasing  foreign  exchanges  when  the  mark  rises,  or  by  the 
purchasing  of  marks  when  a  support  of  the  mark  seems  advisable. 

VIII.  — A  Possible  Parallel  Currency. 

The  aim  to  be  attained  is  the  creation  of  a  gold  standard.  In  case  a 
transition  period  should  be  necessary,  it  would  be  advisable  temporarily 
to  leave  the  paper  mark  in  circulation  and  simultaneously  to  introduce 
the  gold  mark  as  money  for  calculation. 

We  trust,  however,  that  a  direct  change  from  the  paper  currency  to 
the  gold  standard  will  be  possible. 

IX.  — Definite  Stabilization. 

Subsequently  it  will  have  to  be  considered  in  which  manner  the  paper- 
mark  notes  still  m  chculation  could  be  exchanged  against  gold-mark 
notes  or  corresponding  assets.  After  carrying  out  these  measures  the 
dissolution  of  the  money  bank  could  be  considered,  and  thereupon  the 
Reichsbank  alone  could  be  intrusted  with  the  issue  of  notes  and  the 
manipulation  of  its  parity. 
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X.—The  Floating  Debt. 

During  a  certain  period  of  transition  it  will  not  be  possible  altogether 
to  check  an  increase  of  the  floatmg  debt;  the  German  Government  accord- 
ingly ought  to  be  provided  with  the  possibility  of  increasing  the  floating 
debt  up  to  a  hmited  amount  still  to  be  defined,  until  the  favorable  effect 
of  the  stabilization  has  made  itself  felt. 

The  measures  to  be  taken  ought  to  be  arranged  for  immediately, 
for  othemise  it  is  to  be  feared  that  an  action  will  come  too  late  to  be 
successful. 

G.  ViSSEEIXG. 

Leopold  Dubois. 
B.  Kaniexk.^. 

Behlk,  November  9,  1922. 

2.  Tentative  Plvx  of  the  Gehmax  Gotebx-mzxt  fob  a  PROvisioxAii 
Settlement  of  Reparation,  December  10,  192-2.1 

i.    German  Proposal  for  Settlement. 

The  German  Government  are  firmly  convinced  that  a  definite  solution 
of  the  reparation  problem  is  urgent  and  vitally  important  for  the  re- 
establishment  of  normal  conditions  in  Europe.  Consequently,  the  German 
Government  are  straining  all  efforts  to  actively  contribute  to  bring  about 
such  a  solution.  Considering  the  diflflculties  of  the  present  situation, 
however,  the  German  Government  are  of  opinion  that  it  is  necessarj' 
to  undertake  the  stabilization  of  the  mark,  and  to  provide  an  arrange- 
ment for  the  financing  of  the  reparation  annuities  for  the  next  few  years, 
in  order  to  create  a  basis  for  political  rest,  without  which  a  satisfactory 
final  solution  can  not  possibly  be  obtained. 

The  following  suggestions  for  a  pro\Tsional  arrangement  should  there- 
fore be  considered  as  paving  the  way  for  a  speedy  definite  settlement  of 
reparation: 

1.  Stabilization  of  the  mark. 

As  stated  in  the  note  handed  to  the  Reparation  Commission  on  No- 
vember 14,  lQi-2,  the  mark  should  be  stabilized  forthwith,  in  order  to 
reorganize  German  finances  and  thereby  to  enable  Germany  to  pay 
reparation.  'NMiile  foreign  aid  in  the  form  of  an  important  international 
bankers'  credit  is  still  considered  to  be  the  most  efficient  means  of  insuring 
a  fuU  success  of  the  stabilization,  the  German  Government  are  resolved 
to  try  and  begin  the  stabilization  with  their  own  resources,  in  the  event 
of  it  being  impossible  to  obtain  foreign  credit  assistance  immediately, 
'■Interallied  Conferences,  p.  57.  For  economy  of  space  the  covering  note  is  omitted. 
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hoping  that,  once  the  stabilization  action  has  been  undertaken,  foreign 
credits  will  be  forthcoming  in  support. 

The  action  to  stabilize  the  mark  can,  of  course,  only  be  undertaken  if, 
as  requested  in  the  German  note  of  November  14,  1922,  the  reparation 
obligations  of  Germany  be  so  arranged  for  the  next  few  years  as  to  make 
them  possible  of  execution  and  if  Germany  be  allowed  equality  in  trade 
facilities  with  other  nations. 

2.  Reparation. 

Germany  desires  that  for  the  next  few  years  the  current  obligations 
under  the  treaty  be  replaced  by  a  gold  loan  to  be  issued  in  Germany  and 
abroad.  For  the  internal  part  of  the  loan  it  is  Lutended  to  allow  far- 
reaching  exemption  from  taxes  in  order  to  insure  as  great  as  possible  a 
success  of  the  issue.  The  proceeds  of  the  external  loan  would  be  made 
available  in  full  to  cover  the  German  obligations  under  the  treaty,  and, 
for  the  same  purpose,  at  least  one-half  of  the  internal  loan.  The  remaining 
part  of  the  internal  loan  would  be  used  for  Germany's  own  requirements, 
especially  for  the  stabilization  action.  The  internal  loan  would  be  issued 
at  once  upon  conclusion  of  the  provisional  plan. 

3.  The  German  Government  are  prepared  immediately  to  enter  into 
negotiations  with  the  Allies  in  order  to  bring  these  ideas  to  a  practical 
issue. 

As  to  the  particulars  of  the  plan,  the  following  suggestions  are  put 
forward  for  consideration: 

The  gold  loan  to  be  issued  in  Germany  should  carry  not  more  than  4% 
interest  and  3^%  sinking  fund,  and,  should  on  the  other  hand,  entitle 
the  subscriber  to  exemption  from  German  taxes,  more  especially  from 
inheritance,  capital  and  capital  revenue  taxes.  Subscribers  of  the  loan 
should  also  receive  amnesty  as  regards  any  contravention  of  the  German 
laws  concerning  the  flight  of  capital.  In  this  way  it  is  hoped  to  induce 
German  capital  hidden  abroad  to  return  to  Germany,  and  to  invest  in  the 
reparation  loan. 

All  payments  upon  the  loan  to  be  made  in  foreign  exchange  based  on  the 
dollar  rate  of  the  day.  Payments  on  the  loan  should  be  accepted  on  the 
international  markets,  as,  for  instance,  Amsterdam,  London,  New  York, 
Zurich,  where  the  loan  should  be  admitted  to  official  trade,  and  where 
interest  and  capital  redeemed  would  be  made  payable.  The  proceeds 
of  the  loan  to  be  issued  in  Germany  would  be  applied  as  follows: 

One-half  to  be  paid  over  to  the  Reparation  Commission. 

The  other  half  up  to,  for  example,  VA  milliards  of  gold  marks  to  be 
used  for  Germany's  own  needs,  more  especially  for  stabilization  of  the 
mark  and  for  balancing  the  budget.  Any  excess  of  the  second  half  of  the 
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loan  over  the  l}i  miUiards  of  gold  marks  likewise  to  be  paid  to  the  Repara- 
tion Commission. 

Simultaneouslv  with  the  issue  of  the  loan  in  Germany,  the  German 
Government  would  remit  to  the  Reparation  Commission,  for  example, 
3  milliards  of  German  reparation  gold  bonds,  which  should  be  issued 
abroad  and  the  full  proceeds  of  which  would  be  paid  to  the  Reparation 
Commission.  Interest  and  sinkmg  fund  on  these  bonds  shall  be  paid 
forthwith.  'S^■hether  the  gold  bonds  to  be  handed  over  to  the  Reparation 
Commission  should  be  of  the  same  type  as  the  gold  loan  to  be  issued  in 
Germany,  or  whether  they  should  form  a  separate  loan,  is  a  matter  to  be 
considered  with  a  vievr  to  the  practical  possibilities  of  disposing  of  the 
bonds. 

The  German  Government  would  ask  to  be  freed  for  two  years  from  all 
current  payments  under  the  treaty  of  Versailles  and  from  such  deliveries 
in  kind  which  could  not  be  paid  out  of  the  German  budget.  The  fact 
that  a  part  of  the  internal  loan  will  go  into  the  German  budget  should 
increase  Germany's  capacity  to  make  deliveries  in  kind.  The  German 
Government  would  ask,  fin-thermore,  that  for  every  milliard  of  gold 
marks  paid  to  the  Reparation  Commission  out  of  the  proceeds  of  the 
internal  loan,  no  other  payments  imder  the  treaty  should  be  asked  for 
from  Germany  for  one  additional  year. 

The  whole  arrangement  should  not  cover  more  than  four  or  five  years. 

The  reparation  gold  bonds  described  above  could  be  secured  by  the 
German  custom  receipts.  They  should  have  priority  over  all  the  other 
obligations  of  Germany  as  regards  payments  under  the  treaty. 


ii.    Mr.  Bonar  Law  to  Dr.  Cuno. 

10,  DowNTSG  Street, 

December  10,  1922. 

Your  Excellency, 

I  have  the  honor  to  acknowledge  the  receipt  of  your  note  of  the  9th 
instant,  submitting  a  plan  for  a  provisional  settlement  of  the  difEculties 
connected  with  the  question  of  reparation. 

The  note  was  considered  at  a  meeting  of  the  Allied  Prime  Ministers 
held  here  to-day,  and  it  is  with  sincere  regret  that  I  have  to  say  that  the 
plan  submitted  does  not,  in  their  opinion,  offer  a  solution  which  could, 
in  the  existing  situation,  be  considered  satisfactory  to  the  AUied  Govern- 
ments. 

I  have,  &c. 
A.  Box  AH  Law. 
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8.  Memoraotium  Communicated  bt  the  Italian  Delegation  to  the 
Interallied  Conference,  Paris,  January  1,  1923.^ 

I  have  the  honor  to  represent  again  to  the  Conference  of  the  Premiers 
the  project  of  "reglement"  of  reparations  owed  by  Germany,  which  the 
Italian  Premier,  Signor  Mussolini,  has  submitted  to  the  London  Con- 
ference in  December  last. 

The  Paris  Conference  being  a  continuation  of  that  one  of  London,  the 
Italian  project  (that  has  been  the  object  of  a  first  examination  left  in  abey- 
ance) should  be  logically  reconsidered  at  the  reopening  of  the  conference. 

Some  modifications  have  been  made  to  the  project  in  order  to  draw 
nearer  the  different  points  of  view  raised  at  London  and  after,  and  to 
facilitate  the  consent  of  all  the  Allies. 

Before  coming  to  London  I  had  taken  the  liberty  to  ask  to  know  the 
plan  of  discussion  of  the  questions  which  are  going  to  be  the  object  of 
the  present  meeting.  I  wished  to  know  whether  it  would  have  been 
question  of  tackling  a  particular  and  transitory  feature  of  the  reparations 
question,  as,  for  instance,  the  grant  of  fresh  moratorium,  more  or  less 
long,  to  Germany,  in  place  of  the  one  which  comes  shortly  to  an  end, 
or  whether  it  would  have  been  question  of  facing  the  whole  of  the  repara- 
tion problem,  in  order  to  find  a  final  and  definite  solution  for  it.  Since 
we  have  met  in  London  I  think  that  we  can  take  the  reciprocal  and  formal 
engagement  not  to  dissemble  before  having  fulfilled  our  task,  which  is 
the  one  to  decide  in  its  general  lines  the  reparation  problem,  leaving  to 
the  delegates,  who  will  be  meeting  in  Brussels  or  elsewhere,  the  task  of 
setting  it  out  in  its  definite  form. 

AU  the  peoples  of  Europe  are  waiting  with  an  eagerness,  which  I  might 
defitne  as  poignant,  the  results  of  this  meeting,  and  this  eagerness  grows 
more  serious  from  day  to  day  as  the  economic  situation  becomes  more 
grave.  After  four  years  from  the  armistice  the  European  situation  has 
not  improved.  It  presents  two  features  to  us;  the  economical,  that  is 
always  worse  than  the  political,  which  shows  a  progress  toward  normality 
of  social  intercourse.  From  1919  to  1920  it  looked  for  a  moment,  with  the 
communistic  outburst  of  Budapest  and  Munich,  with  the  occupation  of 
the  workshops  in  Italy,  with  the  Bolshevik  offensive  against  Poland,  and 
with  numerous  local  revolutions  in  Germany,  that  the  Bolshevik  war 
would  have  seriously  menaced  that  sum  of  juridical,  political,  economical 
institutions  which  form  the  basis  of  western  civilization.  At  present  the 
danger  represented  by  this  sort  of  moral  epidemic  is  very  greatly 
diminished.  However,  to  avoid  a  relapse  it  is  necessary  to  remove  from 
the  economical  life  of  Europe  that  state  of  uncertainty  which  makes  its 
harmful  effects  felt  both  on  the  industrial  and  working  classes.  The  efforts 
UnteraUied  Conferences,  p.  108.  For  earlier  drafts  of  the  memorandum  see  p.  28. 
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made  by  all  the  powers  to  put  Austria  on  her  feet  show  that  it  would  be 
very  dangerous  for  everybody,  not  excluding  the  wealthier  countries  on 
both  sides  of  the  Atlantic,  to  spread  the  state  of  semi-chaos  in  which  a 
great  part  of  Central  Europe  finds  itself. 

This  state  of  chaos  is  the  result  of  the  postwar  policy,  which  is  still 
dominated  by  the  reparation  problem. 

Italy,  who'  is  m  an  especiaUy  difficult  plight,  and  has  made  great  and 
important  sacrifices  in  men  and  wealth  in  the  common  war,  is  particularly 
interested  in  this  problem.  The  Italian  Government  affirms  as  an  almost 
essential  condition  that  in  order  to  improve  Germany's  condition  it  would 
not  be  right,  and  it  would  be  greatly  unfair  to  ruin  Italy,  France,  Belgium 
and  the  minor  allies,  and  that  it  is  not  therefore  possible  in  the  question  of 
reparation  to  ignore  the  question  of  the  interallied  debts. 

The  ideas  of  the  Italian  Government,  which  I  have  the  honor  to  repre- 
sent, can  be  summoned  up  in  these  terms: 

1.  To  put  aside  any  solution  of  the  problem  which  is  only  partial  or 
dilatory. 

2.  Absolute  impossibility  for  Italy  to  give  up  any  part  of  her  reparation, 
except  in  the  case  that  a  fair  settlement  of  England's  part  of  her 
credits  toward  the  Allies  might  allow  everyone  to  give  up  their 
respective  share  of  the  reparation  on  Germany's  behalf.  The  hope 
for  such  a  settlement  has  its  grounds  in  the  traditional  and  great  part 
played  by  England  in  the  equilibrium,  and  the  moderation  of  the 
life  of  the  European  continent,  in  the  feeling  of  certain  strata  of 
British  public  opinion,  as  well  as  in  Balfour  note,  which  the  Italian 
Government  and  nation  have  greeted  and  considered  as  the  way 
toward  the  radical  solution  of  the  problem  much  looked  forward  to. 

The  Italifin  Government  frankly  and  honestly  asks  for  this  settlement 
on  Britain's  part,  basing  its  demand  on  the  following  reasons: 

(a.)  The  Italian  Government  is  of  the  opinion  that  the  interallied 
debts — as  already  remarked — are  of  quite  a  peculiar  nature,  and 
that  they  can  not  be  considered  as  ordinary  debts. 

(b.)  The  British  Government  and  the  most  prominent  British  financiers 
and  business  men  are  perfectly  aware  that  England  can  not  possibly 
pretend  the  payment  of  these  debts  without  dragging  the  Allies  in 
the  abyss  of  political  crisis  and  economical  bankruptcy,  which 
would  have  an  immediate  and  serious  effect  on  all  Europe,  Great 
Britain  included. 

The  Italian  Government  believes  that  with  its  action  England 
would  improve  the  economical  position  of  tlie  AUies  and  of  Ger- 
many. 
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3.  Settlement  of  the  German  payments  by  granting  a  moratorium  and 
by  facilitating  loans  to  Germany  with  guaranties  and  modalities  to 
be  arranged  elsewhere. 

After  this  introduction  of  a  general  nature  the  Italian  Government  has 
the  honor  to  make  to  the  Allies  the  following  suggestions: 

1.  The  allied  powers  are  agreed  to  efifect  the  settlement  of  bonds  "C" — 
(a.)  By  the  value  of  the  state  property  transferred  by  Austria  and 

Hungary  (arts.  208,  treaty  of  Saint-Germain,  and  191,  treaty  of 
Trianon). 

(b.)  By  the  amount  of  reparation  to  be  charged  to  Austria  and  Hungary 
over  and  above  the  value  of  transferred  property  (art.  179,  treaty 
of  Saint-Germain,  and  163,  treaty  of  Trianon). 

(c.)  By  the  amount  of  reparation  due  from  Bulgaria  (art.  121  of  the 
treaty  of  Neuilly) . 

(d.)  By  the  compensation  with  the  different  credits  recognized  by  the 
Reparation  Commission  in  Germany's  favor  to  be  entered  to  the 
account  of  the  capital  debt,  such  as  the  value  of  ceded  state  pro- 
perty, the  difference  between  the  value  credited  to  Germany  for 
ships  delivered  under  Annex  III  and  the  value  debited  to  the 
receiving  powers  (art.  12  of  the  Interallied  Financial  Agree- 
ment of  March  11,  1922);  a  part  of  the  value  of  the  Saar  Mines 
(art.  9  of  the  above  agreement)  ;i  the  value  of  submarine  cables, 
&c. 

(e.)  By  the  cancellation  of  a  part  of  the  said  bonds,  equal  to  the  amount 
of  the  debts  contracted  during  the  war  or  for  war  purposes  by 
France,  Italy  and  other  states  having  a  right  to  reparation,  with 
Great  Britain,  and  of  which  amount  Great  Britain  agrees  not  to 
claim  payment. 

On  the  eventual  surplus  no  payment  will  be  required  by  any  allied  power, 
except  that  the  United  States  should,  by  that  power,  claim  payment  of  the 
debt  contracted  during  the  war  or  for  war  purposes. 

2.  The  German  reparation  debt  will  thus  be  reduced  to  the  Series  "A" 
and  "B"  bonds,  that  is  to  say,  to  50  milliards  of  gold  marks. 

3.  A  two  years'  moratorium  will  be  accorded  to  Germany  in  respect 
of  the  payment  of  the  50  milliards  ("A"  and  "B"  bonds).  The  concession 
of  this  moratorium  is  subordinate  to  the  constitution  of  guaranties  as 
indicated  in  the  sub-annex. 

4.  With  the  shortest  possible  delay,  Germany  will  contract  a  loan  of  at 
least  3  milliards  of  gold  marks,  of  which  one  part  will  be  utilized  for  the 
stabilization  of  the  mark,  and  for  its  improvement,  according  to  the 

iVol.  V,  p.  129. 
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suggestion  of  the  economic  and  financial  experts  caUed  to  Berlin  by 

Chancellor  Wirth.  .   ,    , ^  ■ 

The  other  part  wiU  be  divided— during  the  period  of  the  moratorium— 
among  the  Allies  having  a  right  to  reparation.  This  sum  wiU  be  deducted 
from  the  German  capital  debt,  account  being  taken  of  the  fact  that  the 
AUies  are  receiving  pa\Tnent  in  advance  (present  value). 

The  German  Government  binds  itself  to  obtam  that,  before  [blank 
date]  the  banks  and  German  mdustries  guarantee  to  issue  a  loan  of  a 
minimum  of  3  milliards  of  gold  marks. 

5.  Certain  German  state  revenues,  on  which  there  is  at  present  a  repara- 
tion lien,  will  be  taken  over  as  security  for  this  loan. 

The  Reparation  Commission  will  permit  the  lenders  to  be  guaranteed 
bv  prioritv  on  these  (art.  248,  treaty  of  Versailles). 

'  6.  The  "powers  having  a  right  to  reparation  can  ask  Germany  to  con- 
tinue the  deliveries  m  kind  (coal,  dyestuffs,  &c.),  according  to  the  terms 
of  the  Annex  to  Part  VIII  of  the  treaty  of  Versailles,  under  the  conditions 
and  at  the  prices  indicated  in  these  annexes. 

Germany  will  be  paid  by  each  of  the  receiving  powers  for  the  amount  of 
the  abovementioned  deliveries  in  kind  from  their  quota  of  the  loan  due 
annually  to  them.  _  _ 

7.  During  the  period  of  the  moratorium  the  Reparation  Commission 
and  the  Committee  of  Guaranties,  in  the  exercise  of  their  powers,  even 
enforcing  them  if  necessary,  will  see  that  the  German  Government  takes 
every  necessary  measure  for  the  stabilization  of  the  value  of  the  mark, 
for  the  execution  of  the  financial  reforms  required  by  the  Committee  of 
Guaranties,  for  balancing  the  budget  by  the  suppression  of  all  expenses, 
not  indispensable  (especially  those  in  respect  of  public  works),  by  assuring 
the  largest  possible  entries  from  taxation  and  by  stopping  the  inflation 
of  currency. 

8.  When  the  period  of  the  moratorium  has  expired  and  German  credit 
is  re-established,  Germany  will  recommence  reparation  payments  by 
means  of  larger  loans,  which  she  undertakes  from  the  present  to  contract. 

9.  Should  Germany  execute  payment  of  the  amount  of  her  obligations  in 
advance,  the  advance  instalment  shall  be  used  for  the  reduction  of  her 
capital  debt  and  discounted  at  the  rate  of 

— per  cent,  if  the  instalments  are  paid  within  a  period  not  exceeding 
ten  years. 

— per  cent,  if  the  instalments  are  paid  within  a  period  not  exceeding 
six  years. 

— per  cent,  if  the  instalments  are  paid  within  a  period  not  exceeding 
four  years. 
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Sub-Annex. 

Productive  Guaranties  which  can  he  Required  of  Germany} 

1.  Continuance  of  the  Control  actually  Exercised  by  the  Allies  on  Export  and 

Import  lAcenses. 

It  is  known  that,  according  to  interallied  agreements,  this  control  should 
be  discontinued  and  replaced  by  the  surveillance  of  a  mixed  commission, 
composed  of  allied  and  German  representatives. 

2.  Direct  Management  of  the  Outer  Rhineland  Frontier  by  the  Allies. 

The  Allies  have  already  had  the  management  of  this  customs  line  in  the 
past. 

It  may  be  expected  to  yield  from  140  to  180  millions  of  gold  marks. 

The  receipt  in  paper  marks  could  be  transformed  into  gold  marks  by  the 
Ems  office,  which  would  grant  export  licenses  on  condition  that  the 
exporter  hand  over  a  part  of  the  foreign  currency  realized,  the  Ems  office 
reimbursing  him  in  paper  marks. 

3.  Control  of  State  Enterprises  Administrating  the  German  State  Forest. 
The  control  to  be  exercised  by  the  delegates  of  the  allied  Governments 

or  by  the  Reparation  Commission  would  also  allow  of  more  extensive 
timber  cutting,  and,  in  consequence,  of  regular  and  larger  deliveries  to 
the  Allies  on  the  reparation  account. 

4.  Control  of  the  Output  of  the  Ruhr  State  Mines. 

The  control  of  the  output  of  the  state  mines  would  make  it  possible  to 
guarantee  the  reparation  coal  dehveries  and  insure  the  necessary  quantities 
for  the  Rhineland  against  the  attempts  of  the  Reich  to  cause  an  economic 
crisis  in  occupied  territory. 

4.  Memorandum  Communicated  by  the  French  Delegation  to  the 
Interallied  Conference,  Paris,  January  2,  1923." 

Sorely  as  she  has  been  tried  by  the  war,  France  will  not  adopt  an 
attitude  of  indifference  toward  the  relief  of  any  of  the  nations  now  suffer- 
ing from  the  general  crisis.  Only  yesterday  in  regard  to  the  Austrian 
question  she  gave  a  striking  proof  of  her  sentiments  of  solidarity.  She 
ardently  desires  to  work  in  close  agreement  with  the  Allies  in  the  con- 
solidation of  peace  by  the  carrying  out  of  the  treaties  and  the  recon- 
struction of  all  the  countries  to  which  the  events  of  recent  years  have 
'See  Interallied  Conferences,  p.  64  and  59  for  an  earlier  draft. 
^Interallied  Conferences,  p.  101. 
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dealt  a  ^•ital  blow.  She  can  not,  however,  forget  that  it  is  Germany  who 
declared  war  upon  her,  Germany  who  invaded  ten  French  departments 
and  svstematicallv  laid  them  waste.  She  considers  that  full  reparation 
for  this  devastation  as  ordained  by  the  treaty  of  \  ersailles  is  a  work  of 
elementarv  justice.  She  is  alike  convinced  that  this  reparation,  an  in- 
dispensabie  condition  of  the  restoration  of  French  finances,  constitutes 
the  onlv  logical  preparation  of  an  economic  reconstruction  of  Europe. 
It  is  in  "accordance  with  this  order  of  ideas  that  she  submits  to  her  allies 
the  following  program  of  work  which  the  Government  of  the  Republic 
is  prepared  lo  justify  and  to  develop  in  exact  detail  before  them. 
This  program  entails: 

1.  The  effort  to  discover  a  solution  of  the  problem  of  reparation  and 
of  interallied  debts. 

2.  The  adoption  of  a  definite  policy  regarding  the  stabilization  of  the 
mark  and  the  reorganization  of  German  finance. 

3.  Immediate  decisions  respecting  the  moratorium  demanded  by 
Germany  and  the  pledges  the  seizure  of  which  the  French  Govern- 
ment conceives  as  indispensable  alike  to  secure  the  continuation  of 
the  payments  during  the  moratorium  and  in  anticipation  of  an 
ultimate  default  by  the  Reich. 


I. — Reparation  and  Interallied  Debts. 
Germany  has  demanded: 

1.  A  reduction  of  her  debt  on  the  score  of  reparation. 

2.  The  fixing  of  that  debt  in  proportion  to  the  possible  surplus  yields 
of  her  budgets. 

The  latter  request  is  clearly  inadmissible.  The  surplus  yields  of  Ger- 
many's budget  in  fact  are  the  outcome  of  her  policy  and  of  her  goodwill; 
past  experience  can  not  give  the  slightest  confidence  in  regard  to  the 
future.  In  a  sp)ecial  note,  the  French  Government  reminds  its  aUies  of 
the  incalculable  defaults  of  which  Germany  has  been  guilty  during  recent 
months.   They  are  significant  and  forbid  us  to  entertain  any  illusions. 

The  French  Government  declares  its  unwillingness  to  accept  any 
reduction,  as  far  as  it  is  concerned,  of  the  payments  which  Germany 
owes  under  the  Schedule  of  Pa\"ments.  This  amount  in  fact  is  from  the 
very  outset  inadequate  to  meet  the  costs  of  pensions  and  of  the  recon- 
struction of  the  devastated  areas. 

Accordingly  a  reduction  of  the  German  debt  could  only  be  contemplated 
by  the  French  Government  if  certain  of  its  allies  agreed  to  the  possibility 
of  a  reduction  or  some  other  readjustment  of  their  credits  against  Germany 
by  the  modification  of  the  percentages  and  the  assignment  of  a  priority 
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for  the  reparation  of  the  devastated  areas.  It  is  not  for  France  to  antic- 
ipate in  this  connection  the  provisions  to  be  adopted  by  the  other  creditors 
of  Germany. 

Since,  however,  we  have  been  given  to  understand  by  an  official  com- 
munication from  the  British  Government  that  that  Government  would  be 
ready  to  abandon  or  reduce  its  demands  upon  Germany  subject  to  certain 
conditions  affecting  the  problem  of  interallied  debts,  the  French  Govern- 
ment conceives  it  to  be  its  duty  to  indicate  its  standpoint  regarding  this 
question.  It  will  not  revert  to  the  origin  of  these  debts  or  to  their  real 
meaning.  It  will  confine  itseK  to  recalling  the  fact  that  they  were  con- 
tracted with  a  view  to  the  common  victory,  that  they  constitute  the 
expenses  of  war  and  that,  in  harmony  with  the  principles  founded  on 
arts.  231  and  232  of  the  treaty  of  Versailles,  they  ought  to  be  covered  by 
the  credit  derived  from  reparation.  The  French  Government  can  not 
either  in  equity  or  in  deed  pay  either  the  capital  of  these  debts  or  the 
interest  upon  them  until  it  is  at  least  indemnified  by  payments  from 
Germany  for  the  expenses  incurred  and  to  be  incurred  for  the  recon- 
struction of  the  devastated  areas.  These  expenses  in  the  main  correspond 
with  the  French  share  in  "A"  and  "B"  bonds. 

If  certain  of  its  creditors  were  ready  to  accept  a  settlement  of  that 
character,  the  French  Government  would  be  ready  at  once  to  deliver  to 
them  against  its  share  in  the  "C"  bonds  a  nominal  capital  equal  to  the 
nominal  amount  of  its  debt. 

It  declares  itself  ready  to  cancel  the  "C"  bonds  which  it  would  event- 
ually receive  as  payment  of  the  debts  due  to  it,  if  this  form  of  settlement 
should  be  adopted  by  the  European  powers  in  concert  and  if  those  of 
them  which  are  creditor  powers  should  also  decide  to  cancel  the  "C" 
bonds  which  would  be  made  over  to  them. 

As  regards  the  condition  of  payment  of  the  German  reparation  debt, 
as  fixed  by  the  Schedule  of  Payments  or  as  eventually  reduced  subject  to 
the  hypothesis  above  mentioned,  the  French  Government  is  of  opinion 
that  it  is  in  the  common  interest  of  the  Allies  and  of  Germany  to  insure 
payment  within  a  briefer  space  of  time  than  that  contemplated  for  the 
redemption  of  the  "A"  and  "B"  bonds. 

The  French  Government  therefore  admits  that  the  payments  which  it 
is  anticipated  that  Germany  would  make  should  be  discounted  to  her  at 
an  equitable  rate  to  a  date  to  be  fixed. 

In  view  of  Germany's  actual  inability  to  make  such  payments  upon 
any  appreciable  scale  except  from  the  yield  of  loans  contracted  by  her 
abroad,  the  French  Government  considers  that  the  allied  Governments 
should  by  every  means  in  their  power  facilitate  the  issue  of  these  loans. 

Moreover,  it  is  of  opinion  that  such  loans  would  be  possible  in  the  very 
near  future,  as  substantial  securities  could  at  once  be  procured  in  Germany 


WORLD  PEACE  FOUNDATION 


S53 


for  the  service  of  limited  loans  and  as  the  appropriation  of  these  securities 
to  such  loans  could  be  effectively  controUed  by  the  Guaranties  Committee 
to  which  would  be  added,  in  harmony  with  the  provisions  of  art.  6  of 
the  Schedule  of  Pavments,  representatives  of  the  subscribers. 

\n  extensive  mobilization  of  the  German  debt  could  not,  however,  be 
brought  about  until  order  is  re-estabUshed  in  German  finances,  subject  to 
the  conditions  and  to  the  control  indicated  in  the  foUowmg  chapter. 


77. — Reorganization  of  German  Finance. 

The  French  Government  is  of  opinion  that  the  program  of  reorganiza- 
tion of  German  finance  ought  to  include  the  following  essential  articles: 

(A.)  1.  Elaboration  by  the  German  Government  of  a  plan  of  stabiliza- 
tion of  German  currency  to  be  submitted  to  the  approval  of  the  Reparation 
Commission  entailing  no  intervention  upon  the  money  market  beyond 
such  as  will  be  necessary  to  maintain  the  value  of  the  mark  in  foreign 
exchanges  at  the  rate  recorded  at  the  beginning  of  operations  until  the 
Internal  value  of  the  currency  has  fallen  to  a  rate  bordering  upon  the 
foreign  value  which  will  remain  constant. 

2.  Measures  to  be  immediately  adopted  to  restore  the  equilibrium  of  the 
German  budget  and  to  maintain  that  equilibrium  by  progressively  intro- 
ducing into  the  expenditure  the  credits  necessary  to  enable  Germany  to 
discharge  her  reparation  debt. 

3.  The  stoppage  of  the  discounting  of  treasury  bills  by  the  Reichsbank 
from  the  beginning  of  the  application  of  the  plan  of  stabilization.  Pro- 
vision would  be  made  for  lie  needs  of  the  Reich  which  would  not  be 
provisionally  covered  by  normal  receipts,  by  means  of  the  issue  of  internal 
loans  in  gold. 

4.  Strengthening  of  the  measures  designed  to  prevent  the  flight  of 
capital  abroad  and  the  hoarding  of  foreign  securities  at  home. 

(B.) — Organization  of  the  control  of  the  application  of  the  foregoing 
provisions  by  the  Guaranties  Committee  subject  to  the  following  con- 
ditions: 

(a.)  A  complete  plan  of  legislative  and  administrative  measures  will  be 
adopted  by  the  German  Government  in  agreement  with  the  Reparation 
Commission.  The  German  Government  will  undertake  immediately  to 
lay  this  plan  before  Uie  Reichstag  and  so  far  as  is  necessary  before  the 
assemblies  of  the  states  which  must  support  it  and  undertake  not  to 
modify  it  excepting  in  agreement  with  the  Guaranties  Committee. 

(6.)  The  Guaranties  Committee  will  be  placed  in  a  position  to  follow  the 
execution  of  this  program  and  more  particularly  at  any  moment  respecting 
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every  detail  and  every  stage,  to  know  the  state  of  the  administration  of  the 
finances  of  the  Reich  and  of  the  states.  For  this  purpose  it  may  have 
recourse  to  every  method  of  investigation  which  it  judges  useful.  It  may 
prohibit  all  expenditure  which  it  considers  inopportune  and  prescribe  any 
increase  of  revenue  deemed  possible  by  it  and  designed  to  enable  Germany 
to  meet  the  reparation  charges.  It  will  exercise  over  the  Reichsbank  and 
all  other  organizations  called  upon  to  co-operate  in  the  modification  of  the 
German  currency  regime  the  control  necessary  to  assure  the  execution 
of  the  scheme  of  reform  approved  by  the  Reparation  Commission. 

(c.)  If  the  program  contemplated  above  is  not  voted  within  the  period 
fixed  by  the  allied  Governments,  if  the  obligations  mentioned  are  not 
assumed  or  if  they  are  not  kept,  or,  finally,  if  the  German  Government 
does  not  at  once  conform  with  the  injunctions  of  the  organization  intrusted 
with  control,  this  failure  would  iipso  facto  constitute  a  voluntary  default 
within  the  meaning  of  pars.  17  and  18  of  Annex  II  to  Part  VIII  of  the 
treaty  of  Versailles,  and  the  whole  body  of  penalties  mentioned  in  Chapter 
IV  below  would  immediately  and  automatically  come  into  force.  The 
allied  powers  will  in  advance  bind  themselves  as  regards  one  another  to 
instruct  their  delegates  on  the  Reparation  Commission  to  this  efiFect. 

(d.)  The  final  provision  of  art.  7  of  the  Schedule  of  Payments,  accord- 
ing to  which  "the  Guaranties  Committee  is  not  authorized  to  intervene  in 
German  administration,"  will  not  be  considered  as  being  qualified  to  place 
an  obstacle  in  the  way  of  the  application  of  the  foregoing  provisions.  It 
will  be  fully  understood  that  the  intention  of  the  above-cited  stipulation 
is  merely  that  the  Guaranties  Committee  may  not  substitute  itself  for  the 
German  administrative  services  and  assure  their  direction. 

(C.) — ^Transference  of  the  seat  of  the  Guaranties  Committee  to  Berlin 
and  addition  to  this  committee,  as  soon  as  foreign  loans  have  been  issued, 
of  representatives  of  the  subscribing  countries. 

III. — Moratorium  and  Pledges. 

The  French  Government  is  of  opinion  that  in  1923  Germany  would  be 
able,  in  agreement  with  the  great  industrialists,  to  make  an  effort  sufficient 
to  execute  the  Schedule  of  Payments,  and  that  in  any  case  the  moratorium 
demanded  by  Germany  is  only  acceptable  on  condition  that  it  does  not 
relate  to  the  whole  body  of  payments  due  from  Germany  and  that  it  is 
accompanied  by  the  seizure  of  pledges. 

1.  Extent  and  Duration  of  the  Moratorium. 

The  French  Government  is  not  prepared  to  contemplate  a  moratorium 
of  a  duration  of  more  than  two  years.  It  even  considers  that  this  period 
should  only  be  granted  or  upheld  if  Germany  puts  forth  the  indispensable 
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effort  in  agreement  with  the  Reparation  Commission  to  reorganize  her 
finances  and  if  she  takes  the  necessary  measures  for  the  issue  of  loans 
designed-  (1)  as  a  contribution  toward  facUitating  the  equihbrium  of  her 
budget  and  the  stabUization  of  the  mark;  (2)  as  a  balance  to  begin,  from 
the  period  of  the  moratorium,  the  redemption  of  her  capital  debt. 

As  regards  the  extent  of  the  moratorium,  the  French  Government 
considers  it  desirable  to  maintain : 

(1  )  The  pavment  of  the  expenses  of  the  armies  of  occupation  as  thej' 
were  fixed  bv'the  agreement  of  March  11,  1922,  of  the  expenses  of  the 
Interallied  High  Commission  of  the  Rhineland  Territories  and  of  the  naval 
and  military  commissions  of  control; 

(2.)  Cash  payments  subject  to  the  conditions  indicated  below; 

(3.)  Dehveries  in  kind  according  to  the  conditions  mentioned  by  the 
treaty  and  the  agreements  in  force.  The  other  obhgations  (duty  to  make 
compensation,  restitution,  &c.)  which  the  treaties  and  conventions  impose 
upon  Germany  will,  moreover,  be  upheld  subject  to  the  conditions  actually 
in  force. 


2.  Pledges. 

Since,  however,  the  three  years  which  have  just  elapsed  prove  that  it  is 
impossible  to  rely  upon  Germany  to  execute  the  engagements  which  she 
has  undertaken,  the  French  Government  looks  upon  the  seizure  of  pledges 
as  indispensable,  and  considers  that  the  reahzation  of  the  securities 
mentioned  below  will  not  exceed  Germany's  capacity  to  pay  and  is  not 
calculated  to  hamper  the  restoration  of  her  finances. 

These  pledges  will  be  taken: 

(1.)  With  a  view  to  assuring  the  execution  of  the  conditions  of  the  mora- 
torium alike  as  regards  the  reorganization  of  German  finance  and  as 
regards  the  limited  payments  contemplated  during  that  period; 

(2.)  ^Yith  a  \-iew  to  guaranteeing  to  the  allied  powers  the  prolongation 
and  extension  of  these  payments  on  the  expiration  of  the  moratorium  if 
Germany  has  not  by  that  period  taken  the  steps  necessary  for  the  normal 
discharge  of  her  debt. 

If  loans  on  a  sufficiently  important  scale  are  contracted  by  Germany 
during  the  moratorium  and  placed  at  the  disposal  of  the  Reparation  Com- 
mission to  redeem  the  capital  of  the  German  debt,  the  project  might  be 
entertained  of  leaving  at  the  disposal  of  the  German  Government  the 
cash  yielded  by  the  pledges  and  either  a  part  of  the  yield  from  the  deliveries 
in  kind  or  their  equivalent  corresponding  with  the  amount  of  the  loans. 

But  the  French  Government  considers  that  all  useful  measures  must  be 
taken  to  assure  the  immediate  productivity  of  the  pledges,  the  seizure  of 
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which  it  contemplates,  and  to  secure  the  working  of  the  organization  to  be 
created  to  the  extent  rendered  necessary  by  the  circumstances. 

The  program  elaborated  entails  the  seizure  of  certain  definite  pledges. 
The  French  Government,  however,  has  drawn  up  this  program  in  such  a 
way  as  to  avoid,  as  far  as  possible,  any  further  military  occupation  except- 
ing in  the  event  of  Germany  failing  strictly  to  conform  with  all  the  obliga- 
tions which  the  program  imposes  on  her,  in  which  case  the  penalties 
mentioned  in  Chapter  IV  below  will  automatically  come  into  force.  The 
allied  Governments  will,  as  regards  that  contingency,  assume  toward  one 
another  a  binding  engagement  either  to  apply  these  penalties  by  common 
action  or  to  raise  no  objection  to  their  isolated  application  by  one  of 
them. 

The  French  Government  is,  moreover,  persuaded  that  if  its  allies  accept 
this  program  and  collaborate  with  it  in  imposing  it  upon  the  German 
Government,  its  application  could  meet  with  no  serious  difficulty,  and  that 
any  movement  of  troops  upon  unoccupied  territories  would  be  rendered 
superfluous. 

Detailed  explanations  will  be  furnished  respecting  the  following  articles 
of  the  program,  of  which  only  the  summary  is  set  forth  below: 

(1.)  Pledges  designed  to  insure  deliveries  in  kind: 

(a.)  Coal. — An  interallied  mission  of  control,  composed  of  engineers, 
under  a  French  president,  and  upon  which  voting  powers  will  be  distributed 
according  to  the  ratio  of  the  deliveries  of  coal  due  to  the  interested  powers, 
will  be  sent  to  Essen  and,  with  the  collaboration  of  the  German  Govern- 
ment, invested  with  the  powers  necessary  to  supervise  the  proceeding  of 
the  Kohlensyndikat  and  to  secure  through  the  instrumentality  of  the 
chairman,  by  means  of  orders  issued  either  to  the  latter  or  to  the  German 
Transport  Service,  the  strict  application  of  the  program  adopted  by  the 
Reparation  Commission.  The  Interallied  High  Commission  of  the  Rhine- 
land  Territories  will  be  empowered  to  issue  decrees  within  the  Ruhr 
territory  for  the  execution  of  the  provisions  adopted  by  this  mission. 

(b).  Timber. — Germany  will  be  notified  that  the  allied  Governments 
reserve  the  right  to  take  measures  necessary  to  realize  additional  quota 
from  the  state  and  communal  forests  in  the  occupied  territories. 

A  mandate  to  that  efi'ect  will  be  issued  to  the  Interallied  High  Com- 
mission of  the  Rhineland  Territories  to  secure,  subject  to  its  own  instruc- 
tions, the  exploitation  of  the  forests. 

(c.)  In  the  event  of  the  deliveries  in  kind  demanded  of  Germany  (raw 
materials  or  building  materials  or  materials  for  business  purposes,  nitrogen, 
&c.)  not  being  carried  out  within  the  period  laid  down  in  the  protocols 
containing  the  orders,  requisitions  may  be  carried  out  to  the  extent  of  the 
deficiency  of  the  deUveries  under  the  orders  and  subject  to  the  control  of 
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the  Interallied  High  Commission  of  the  Rhineland  Territories.  These 
re^uStionrmay  Take  place  either  upon  the  terntor.es  under  rndxta^y 
occupation  or  in  the  Ruhr. 

(2.)  Pledges  designed  to  secure  concurrendy  cash  payment  and  deliveries 
in  kind: 

(a  )  A  levy  of  foreign  securities  on  the  basis  of  German  exports  coming  from 
territories  actually  occupied  and  from  the  ba^in  of  the  Ruhr. 

It  would  be  the  aim  of  this  levy  to  assure  the  AUies  the  means  on  the 
one  hand  of  collecting  considerable  sums  in  cash,  on  the  other  of  con- 
troUing,  with  an  accuracy  which  the  Guaranties  Committee  has  not  been 
able  hitherto  to  attain  in  Berlm,  the  conditions  governmg  the  issue  of 
licenses  and,  above  aU,  the  correctness  of  the  payments  which  must  be 
made  bv  the  exporters.  .   .  , 

It  might  be  realized  through  the  intermediary  of  the  commission  ot 
Bad  Ems  for  the  territories  of  the  left  bank  and  for  the  Ruhr  Basm,  either 
bv  the  extension  to  that  basm  of  the  authority  of  the  commission  or  by 
the  creation  of  an  analogous  commission  at  Essen,  to  which  ^e  exporters, 
in  accordance  with  a  decree  to  be  issued  by  the  InteraUied  High  Com- 
mission of  the  Rhineland  Territories,  would  have  to  apply  to  secure  theu- 

export  licenses.  .       -  ,    t        ir  j 

The  licenses  will  be  issued  subject  to  the  authority  of  the  interallied 
High  Commission  of  the  Rhineland  Territories,  which  will  fix  the  pro- 
portion of  foreign  securities  which  the  exporters  will  have  to  pay  mto  a 
bank  designated  by  it  in  exchange  for  authorizations  to  export. 

It  will  assure  itself  where  necessary  by  an  inspection  of  the  movement 
of  securities  and  by  inquiries  of  individuals  that  the  German  exporters 
really  are  applying  for  their  export  licenses  to  the  bodies  above  mentioned 
and  not  to  similar  offices  working  in  nonoccupied  territory. 

Fraudulent  evasions  will  entail  a  liability  to  fines  or  personal  penalties 
to  be  pronounced  in  principle  by  the  military  tribunals,  which  would 
where  necessary  delegate  their  powers  to  the  German  tribunals. 

If  this  method  of  control  were  set  up  by  the  Allies  acting  together 
it  could  work  without  further  military  occupation  and  without  the 
establishment  of  a  customs  cordon  in  the  east. 

The  total  yield  of  the  levies  may  be  estimated  as  equivalent  to  about 
•400  million  gold  marks  a  year. 

(b.)  Seizure  of  the  Customs  in  the  Territories  actually  occupied  and  of 
the  Principal  Custom-houses  in  the  Ruhr. 

Notwithstanding  the  objections  advanced,  the  French  Government 
persists  in  the  view  that  it  would  be  desirable  to  re-establish  the  economic 
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regime  set  up  by  the  London  Conference  in  March  1921.  However,  in 
face  of  the  opposition  displayed  by  certain  of  its  allies,  the  French  Govern- 
ment m  the  event  of  pledges  taken  in  common  would  be  ready  to  accede 
to  the  following  procedure: 

The  InteraUied  High  Commission  of  the  Rhineland  Territories  will 
receive  the  mandate  to  assure,  subject  to  its  orders,  the  collection  of  the 
customs  dues  on  the  western  frontier  of  the  occupied  territories  and  m 
the  customs  areas  of  the  occupied  territories  and  in  the  Ruhr. 

It  will  be  empowered  to  fix  the  amount  of  the  taxes  on  exports  payable 
m  securities  standing  at  a  fixed  rate,  the  amount  to  be  paid  to  it  in  paper 
marks. 

A  control  will  be  organized,  subject  to  the  orders  of  the  Interallied 
High  Commission  of  the  Rhineland  Territories,  under  conditions  similar 
to  those  mentioned  in  the  preceding  paragraph,  to  make  certain  that  the 
dues  payable  on  exports  or  imports  arriving  in  the  territories  above 
mentioned  have  not  been  paid  in  evasion  of  the  provisions  adopted  in 
the  customs  areas  of  territories  unoccupied  or  not  subject  to  allied  control. 

This  method  of  control  does  not  call  for  the  establishment  of  a  customs 
cordon  in  the  real  sense  of  the  term  on  the  east  of  the  occupied  territories 
and  above  all  of  the  Ruhr  Basin. 

The  value  of  the  amounts  collected  may  be  estimated  at  about  200 
millions  of  gold  marks  a  year,  of  which  150  are  derived  from  the  occupied 
territories.  If,  for  instance,  20  per  cent,  of  the  taxes  on  export  were 
collected  in  securities  standing  at  a  fixed  rate,  the  yield  of  the  security 
("  gage  ")  would  be  20  millions  of  gold  marks,  plus,  at  the  actual  rate  of 
exchange,  324  milliards  of  paper  marks. 

(c.)  Seizure  of  the  Kohlensteuer  in  the  Occupied  Territories  and  in  the 
Ruhr  Basin. 

The  German  Government  wUl  be  notified  that  the  allied  powers  will 
issue  a  mandate  to  the  Interallied  High  Commission  of  the  Rhineland 
Territories  to  make  levies  credited  to  the  Reparation  Commission  from 
the  Kohlensteuer  in  the  occupied  territories  and  in  the  Ruhr  Basin. 

The  payment  of  a  fraction  of  the  impost  (30%,  for  instance)  in  foreign 
securities  wUl  be  exacted  from  the  mineowners.  The  mineowners  will 
be  warned  that  in  the  event  of  this  condition  not  being  fulfilled,  the  allied 
powers  will  reserve  themselves  the  freedom  to  divert  an  equivalent  amount 
of  coal. 

On  the  basis  of  the  results  reached  in  1922  the  annual  output  of  the 
Ruhr  and  the  occupied  territories  amounts  to  about  100  millions  of  tons. 

On  the  basis  of  the  actual  value  of  the  Ruhr  coal  the  Kohlensteuer 
amounts  to  about  4  gold  marks  a  ton.  It  should  therefore  yield  the 
equivalent  of  400  millions  of  gold  marks,  120  being  payable  in  securities 
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at  fixed  rates  ("de^'ises  appreciees")  and  the  balance  in  paper  marks  or 
at  the  actual  rate,  500  milliards. 

(d.)  UtUization  of  Paper  Mark^  Yielded  by  the  Customs  and  Kohlensteuer. 

The  pledges  seized  would  yield  the  fied  powers  the  equivalent  of 
460  miUions  of  gold  marks,  in  paper  marks  (180  for  the  customs  and  280 

for  the  Kohlensteuer.)                                     .  , ,    ,  xt_  i  j 

Altogether  it  may  be  hoped  that  the  net  yield  of  the  pledges  con- 
templated, valued  in  gold  marks,  on  the  basis  above  mdicated  would 
reach  the  following  amounts: 

1 .  FuU  execution  of  the  program  of  deliveries  of  coal  of  the  Repara- 

tion  Commksion    40,000.000 

2.  De  iveries  o  timber   60,000.000 

3.  Dehvenes  of  mtrogen   .nn  nnn  non 

4  Le%->- of  foreign  securities  upon  exporters  ■  4uu,uuu,uuu 

5.  Seiz'ure  of  taxes  on  export  (the  amount  coUected  m  foreign 

securities)   "  '  j  '•  '  e  • 

6  Seizure  of  the  Kohlensteuer  (the  amount  collected  m  foreign 

.,.   x  120,000,000 

securities;     

General  total   1,000,000,000 

The  execution  of  the  program  of  restricted  payments  during  the  period 
of  the  moratorium  would  thus  be  guaranteed.  The  allied  powers  would 
be  enabled,  in  the  event  of  a  prolonged  default  on  the  part  of  the  Reich 
to  increase  the  amount  of  the  sums  collected,  notably  by  an  extension  of 
the  Kohlensteuer  and  of  the  levies  upon  foreign  securities,  either  upon 
the  coal  producers  or  on  the  score  of  taxes  upon  exports. 

The  pledges  contemplated  could  be  seized  by  the  Allies  acting  in  com- 
mon by  merely  utilizing  the  methods  of  economic  control  without  military 
intervention. 

Finally  the  pledges  selected  would  have  the  advantage,  thanks  to  the 
method  designed  for  the  organization  of  their  enforcement,  of  allowing  the 
exertion  of  an  energetic  pressure  upon  the  great  industries,  which  have 
hitherto  opposed  the  chief  obstacles  to  the  execution  of  the  treaty  of 
Versailles,  which  have  facilitated  the  export  of  securities  and  of  gold  and 
which  have  derived  considerable  benefits  from  the  actual  situation  of 
Germany. 

IV. — Penalties. 

Should  the  German  Government  not  lend  itself  to  the  execution  of  the 
present  program,  should  it  in  particular  not  take  all  the  legislative  and 
administrative  measures  judged  necessary  and  prescribed  either  by  the 
Reparation  Commission,  or  the  Interallied  High  Commission,  or  by  the 
Interallied  Mission  of  Engineers,  to  allow  of  the  strict  execution  of  the 
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program  such  default  would  immediately  and  automaticaUy  brmg  into 
force  the  followmg  penalties:  luig  mio 

1.  The  military  occupation  of  the  districts  of  Essen  and  Bochum  and 

of  the  whole  part  of  the  Ruhr  Basin  decided  upon  by  Marshal 
roch; 

2.  The  establishment  of  a  customs  barrier  on  the  east  of  all  the  oc- 

cupied territories. 

And  that,  without  prejudice  to  the  fact  many  times  recorded  by  the 
French  Government  that  every  failure  to  execute  the  treaty  of  VersaiUes 
has  ah-eady  had  and  will  in  the  future  have  as  its  result  the  postponement 
of  the  dates  of  evacuation  of  the  occupied  territories. 

5.  Plan  fob  General  Settlement  of  Reparation  and  European 
Interallied  Debts  CoMvruNicATED  by  the  British  Delegation 
TO  the  Interallied  Conference,  Paris,  January  2,  1923. 

Summary.^ 

Reparation. 

The  following  plan  has  been  prepared  as  a  complete  and  final  settlement 
of  reparation  and  European  interallied  debt. 

The  German  obligations  under  the  peace  treaty  are  fixed  bv  the  plan 
at: 

Nil  for  four  years  (apart  from  certain  deliveries  in  kind  for  which 
credit  is  to  be  given  against  future  payments). 

^  milliard  gold  marks  (£100  million)  per  annum  for  the  next  four  years. 
214  milliard  gold  murks  {£1S5  million)  per  annum  for  the  following  two 
years. 

After  ten  years  S]4  milliards  (£l66  million)  or  such  smaller  sum  (not 
less  than       milliards)  as  may  be  fixed  by  an  impartial  tribunal. 

If  the  supervismg  authority  provided  for  below  decides  unanimously 
that  the  state  of  German  finances  before  the  end  of  the  initial  period  of 
four  years  is  such  that  cash  payments  for  reparation  can  be  made,  it  will 
have  power  to  antedate  the  commencement  of  the  annual  payment  of  2 
milliards  by  such  period  not  exceeding  two  years  as  it  may  see  fit  and  to 
make  such  adjustments  in  respect  of  future  payments  as  it  may  deem 
to  be  equitable  so  as  to  secure  that  the  total  liability  shall  not  be  increased. 

The  obligations  take  the  form  of  5%  bonds  redeemable  at  call  by 
the  German  Government — at  the  outset  on  easy  terms,  gradually  rising 
to  par  at  the  end  of  32  j'ears. 

'The  formal  plan,  which  goes  deeply  into  technical  details,  is  omitted  because 
the  summary  gives  an  adequate  aecoimt  of  the  proposal  and  is  more  comparable 
with  the  informal  plan  put  forward  by  France.    Interallied  Conferences,  p.  112. 
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The  bonds  are  divided  into  two  series,  Series  I  representing  the  fixed 
payment  (rising  to  miUiards  per  annum),  Series  H  representmg  the 
additional  payments  over  and  above  2^  miUiards  per  annum  from  the 
eleventh  vear  onward.  ■  „    •    ^i.  r 

There  is  no  sinking  fund,  but  redemption,  more  especially  m  the  earlier 
years,  is  permitted  upon  such  liberal  terms  that  the  savmg  in  annual 
interest  on  the  bonds  redeemed  wUl,  if  German  credit  is  re-established,  be 
sufficient  to  cover  both  interest  and  sinking  fund  on  German  loans  raised 
in  the  market  for  redemption  purposes. 

This  arrangement  gives  Germany  a  strong  inducement  to  raise  such 
loans  as  soon  as  possible,  since  she  will  thereby  convert  a  perpetual  into  a 
terminable  obligation  without  increase  of  the  annual  charge  and  also 
substitute  a  normal  foreign  debt  to  private  bondholders  for  her  present 
obhgations  to  foreign  Governments. 

The  bonds  provided  for  in  the  scheme  are  not  intended  either  to  be 
issued  to  the  public  or  placed  on  the  market.  They  are  to  serve  merely 
as  accounting  machinery.  The  "mobilization"  of  the  German  reparation 
debt  is  to  be  effected  by  loans  raised  by  Germany  from  the  public,  the 
proceeds  of  which  would  be  apphed  to  the  redemption  of  the  original 
bonds. 

In  order  to  give  Germany  a  real  chance  of  restoring  budget  equilibrium 
and  stabilizing  the  mark,  it  is  absolutely  essential  that  she  should  be 
given  complete  freedom  from  payments  in  foreign  currencies  diu-ing  the 
initial  period,  and  that  deliveries  in  kind  (except  in  so  far  as  the  recei^-ing 
countries  may  be  willing  to  pay  cash  for  them)  should  be  reduced  to  a 
minimum. 

It  will,  however,  be  necessary  that  the  deliveries  on  reparation  account 
of  coke  to  France,  coal  to  Italy,  and  possibly  dye-stuffs  should  be  con- 
tinued, though  upon  a  reduced  scale,  even  during  this  initial  period. 
The  precise  quantities  can  only  be  settled  by  negotiation. 

In  the  event  of  the  plan  proving  successful,  it  is  highly  probable,  how- 
ever, that  Germany  would  herself  seek  to  increase  her  deliveries  in  kind 
in  the  early  years  to  a  maximum,  in  view  of  the  liberal  terms  on  which 
the  value  is  applied  to  the  cancellation  of  her  debt. 

The  plan  would  be  offered  to  Germany  on  condition  that  she  imdertakes 

1.  To  stabilize  the  mark  in  accordance  with  the  recommendations 
contained  in  the  majority  report  of  the  foreign  experts  consulted 
by  the  German  Government  in  November  last,  and  to  restore  budget 
equilibrium  with  Umits  of  time  to  be  prescribed  (say  six  months 
for  the  stabilization  and  two  years  for  the  budget  reform). 

2.  To  accept  such  financial  supervision  as  may  be  deemed  by  the  aUied 
powers  to  be  necessary  to  see  to  the  punctual  carrying  out  of  these 
reforms  (see  Schedule  "B"). 
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S.  To  submit,  in  the  event  of  her  failing  to  satisfy  the  supervising 
authority  that  condition  1  is  being  observed  or  failing  to  discharge 
her  obligations  as  now  revised,  to  any  measure  which  the  allied 
powers,  upon  a  report  of  such  failure  from  the  supervising  authority, 
may  unanimously  decide  to  be  necessary,  including  forcible  seizure 
of  German  revenues  and  assets  and  military  occupation  of  German 
territories  outside  the  existing  zone  of  occupation. 

Inter-Allied  Debts. 

The  following  proposals  are  put  forward  for  dealing  with  interallied 
debts  upon  the  understanding  that  the  above  reparation  plan  is  accepted, 
and  all  proposals  for  the  taking  of  pledges  ("gages")  and  application  of 
sanctions  (otherwise  than  as  provided  for  in  the  above  plan)  are 
abandoned : 

1.  Gold  deposits  now  held  by  Great  Britain  as  security  for  interallied 
debts  are  to  be  applied  toward  the  reduction  of  these  debts. 

2.  The  1st  Series  German  Bonds  to  be  received  by  France  in  respect  of 
the  Belgian  war  debt,  and  13^  milliards  of  the  1st  Series  Bonds  to  be 
received  by  Italy  in  respect  of  her  share  of  reparation  are  to  be 
transferred  to  Great  Britain. 

3.  The  balance  of  the  net  debts  owing  as  between  European  Allies  in 
respect  of  advances  ^  for  the  purpose  of  carrying  on  the  war  is  to  be 
entirely  written  off,  all  counter-claims  being  abandoned,  on  con- 
dition that  the  debtors  transfer  their  interests  in  the  2nd  Series 
(Contingent)  Bonds  to  a  pool  for  distribution  to  those  powers  which 
are  indebted  to  the  United  States  of  America  in  proportion  to  their 
respective  American  debts. 

The  governing  principles  of  the  plan  are 

1.  To  fix  a  minimum  German  liability  which  is  within  recent  estimates 
which  have  been  made  by  financial  experts  of  German  capacity,  and  a 
supplementary  liability  which  is  prima  facie  not  imduly  onerous, 
but  which  can  be  reduced  or  cancelled  by  an  impartial  tribunal  if 
it  should  prove  in  the  event  to  be  excessive. 

2.  To  substitute  for  the  present  fixed  obligations  of  the  European 
Allies  to  Great  Britain  arrangements  under  which  all  except  a  small 
percentage  (which  would  be  accepted  in  the  form  of  a  transfer  of 
German  obligations)  would  be  remitted,  but  under  which  the  con- 
tingent German  payments  in  excess  of  the  fixed  minimum  would  be 
available  for  discharging  Eiu-opean  debts  to  America  generally. 

3.  To  give  attractive  terms  to  Germany  for  the  early  redemption  of 
the  annual  payments  by  anticipation. 

^The  status  quo  would  not  be  interfered  with  as  regards  interallied  post-war 
indebtedness. 
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The  primary  obUgation  of  Germany  is  put  mto  the  form  of  50  milliard 
gold  mark  32-vear  bonds  bearing  no  interest  for  four  years  4%  for  the 
next  four  and'  5%  thereafter.  No  provision  is  proposed  for  a  smkmg 
fund,  but  the  bonds  can  be  redeemed  on  terms  which,  if  German  credit 
recovers  will  enable  the  interest  and  sinking  fund  on  the  loans  required  for 
redemption  to  be  met  out  of  the  resultant  savmg  on  the  mterest  on  the 

^°G«many  is  thus  given  a  double  inducement  to  borrow  from  the  public 
to  redeem  the  original  bonds.'  ,„.,>-.  x 

(o).  She  frees  herself  from  her  direct  habihty  to  the  allied  Governments. 

(6.)  She  substitutes  without  additional  cost  a  termmable  for  a  perpetual 

liability.  .        •„      i  .i 

The  merits  claimed  for  the  plan  are  that  its  adoption  wiU  make  the 
restoration  of  German  credit  possible  and  lead  to  the  recovery  of  very 
substantial  sums  for  reparation,  while  persistence  in  the  policy  of  attempt- 
ing to  enforce  impossible  claims  will  end  in  the  destruction  of  the  creance 
altogether. 

The  present  value  of  the  primary  obligation  under  the  plan  can  not  be 
precisely  estimated  owing  to  the  redemption  options. 

If  the  adoption  of  the  plan  led  to  a  rapid  revival  of  German  credit  and 
Germany  were  able,  by  raising  loans,  to  pay  off  the  whole  of  the  fixed 
annuity  in  the  first  few  years,  the  present  value  might  not  be  more,  and 
might  possibly  be  even  less,  than  30  milliards. 

But  if  this  happened  the  Allies  would  have  actually  received  this 
30  milliards  and  Germany  would  undoubtedly  be  in  a  position  to  pay  for 
the  service  of  the  2nd  Series  of  bonds  when  they  fall  to  be  created  ten 
years  hence,  and  redeem  that  series  also  very  rapidly.  In  that  event 
this  2nd  Series  would  be  worth  at  least  its  present  value  on  the  Gli  per 
cent,  table — 7.4  milliards — so  that  on  this  supposition  the  whole  indemnity 
would  have  been  coUected  in  twelve  or  fifteen  years  (mainly  in  the  first 
ten)  and  a  present  value  of  over  37  milliards  realized. 

On  the  worst  assumption  that  no  German  loans  become  possible  either 
now  or  in  the  future,  that  the  2nd  Series  of  bonds  has  to  be  cancelled  alto- 
gether and  Germany  merely  pays  the  interest  on  the  1st  Series  as  a  per- 
petual annuity  beginning  four  years  hence  at  2  milliards  and  rising  four 
years  later  at  2J^  milliards,  the  present  value  on  the  5  per  cent,  table  is 
Sdli  miUiards. 

The  burden  on  Germany  (which  will  be  reduced  if  she  raises  redemption 
loans  on  favorable  terms)  covers  all  financial  liabilities  under  the  treaty. 

'  These  are  not  intended  for  issue  to  the  public,  but  merely  as  security  for  the 
annual  payments  and  as  counters  tor  purpose  of  accounting. 


II.    GERMANY'S  PROPOSALS  AND  ALLIED 
DISAGREEMENT 

On  April  20,  1923,  Lord  Curzon,  British  secretary  for  foreign 
aflfairs,  raised  the  query  m  Parliament  why  Germany  did  not 
make  an  offer  to  settle  the  reparation  impasse,  which  was  then 
overshadowed  by  the  Ruhr  occupation.  The  German  Government 
responded  to  this  invitation  in  a  note  of  May  2,  addressed  to  the 
Governments,  not  to  the  Reparation  Commission.  This  note 
which  was  premised  on  Ruhr  evacuation  and  was  assumed  to 
involve  an  offer  of  30,000,000,000  gold  marks  present  value, 
met  a  varied  reception.  France  and  Belgium  rephed  to  it  with 
categorical,  but  not  identical,  negatives  on  May  6.  The  British 
foreign  minister  criticized  this  separate  action  on  May  8,  and  on 
May  13  forwarded  his  own  reply,  which,  though  negative,  never- 
theless advised  Germany  as  to  why  the  proposal  was  unsatis- 
factory and  added  suggestions  as  to  the  character  of  a  satisfactory 
proposal. 

On  June  5  a  new  proposal  was  delivered  in  Paris  and  Brussels 
and  on  June  7  in  London.  The  new  note  showed  evident  signs  of 
trying  to  meet  the  objections.  No  responses  were  ever  made  to 
it.  Instead,  it  engendered  an  argument  between  the  British  on 
the  one  side  and  France  on  the  other,  with  Belgium  leaning  to 
the  French  arguments  but  maintaining  a  less  definite  opposition  to 
the  London  attitude  of  securing  an  economic  settlement. 

The  French  ambassador  at  London  on  June  12  presented  at 
the  Foreign  Office  a  "statement  of  the  principles  on  which  the 
French  Government  declare  they  will  be  guided  in  entering  upon 
a  discussion  of  the  German  proposals."  On  the  13th  Marquess 
Curzon  addressed  to  the  French  ambassador  a  note  which  has 
been  called  a  questionnaire,  and  which  raised  searching  questions 
as  to  the  purposes  and  methods  of  the  French  Government. 
Belgium  replied  to  this  on  July  3  and  France  on  July  6  neither 
giving  evidence  of  agreement  with  the  British  point  of  view. 
Accordingly,  on  July  20  Marquess  Curzon  addressed  a  note  to 
France,  Italy,  Belgium  and  Japan  in  which  the  situation  was 
discussed  at  length  and  which  covered  a  draft  identic  reply  to 
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the  German  note  of  Jmie  5-7.  The  French  rep  y  of  July  30  was 
not  responsive.  The  Belgian  was  more  so.  Italy  was  actuated 
bv  the  firm  desire  to  contribute  in  the  most  satisfactory-  manner 
toward  making  the  action  of  the  British  Government  achieve  a 
speedy  and  effective  general  understanding."  Japan  foreshadowed 
an  agreement  in  principle.  „  .  .  ,  -r.      ,  4. 

The  correspondence  reverted  to  a  British-French  argument 
again,  with  Belgium  participating.  The  British  note  of  August 
11  received  a  pungent  reply  from  Premier  Poincare  on  August  20 
which  reviewed  reparation  history  and  mteralhed  debt^  and 
concluded  "that  France  must  first,  in  order  to  be  able  to  discharge 
her  debts,  have  recovered  her  contributive  power,  have  repaued 
her  disasters  and  have  placed  herself  in  a  posirion  to  meet  German 
competition  on  equal  terms."  Throughout  the  whole  controversy 
French  insistence  on  the  cessation  of  German  passive  resistance 
in  the  Ruhr  as  a  sine  qua  non  to  discussion  so  colored  the  situation 
that  the  Brirish  felt  that,  ha%nng  spoken,  they  could  not  go  further 
in  fruitless  interchange  of  notes. 

The  sahent  documents,  which  resulted  in  leaving  the  German 
proposal  of  June  5-7,  unanswered  are  appended. 

1.    GEiuLor  Memoraxdum  of  June  5-7,  1923.  ^ 

1.  After  full  and  careful  consideration,  the  German  Government 
have  stated  their  sincere  belief  as  to  Germany's  capacity  to  make  repara- 
tion payments.  They  would  not  be  acting  fairly,  and  they  would  not 
bring  the  problem  any  nearer  its  real  solution  if,  for  the  sake  of  a  temporary 
alleviation  of  the  political  difficulties  of  the  moment,  they  were  to  promise 

'  "Correspondence  -nnth  the  Allied  Governments  respecting  Reparation  Payments 
by  Germany,"  p.  2.  (Pari.  Pap.  1923,  Miscellaneous  No.  5.  Cmd.  1943).  The 
English  text  is  translated  from  the  German. 

The  memorandum  was  covered  by  the  following  note  from  the  German  ambassa- 
dor at  London,  Herr  Sthamer,  to  Marquess  Curzon: 

"In  accordance  with  instructions,  I  have  the  honor  to  communicate  to  you  the 
following: 

'The  German  Government  have  received  from  the  allied  Governments  varying 
answers  to  their  note  of  the  2nd  May.  In  order  to  avoid  anything  which  might 
render  the  continuation  of  the  exchange  of  views  more  difficult,  the  German  Govern- 
ment are  of  opinion  that  they  should  limit  themselves  in  their  answer  to  the  points 
which  are  common  to  the  replies  of  the  aUied  Governments.  Proceeding  in  accord- 
ance nnth  this  consideration,  my  Government  have  instructed  me  to  conununicate 
the  inclosed  memorandum  to  the  British  Government. 

"I  would  add  that  a  similar  communication  is  being  addressed  to  the  Govern- 
ments of  the  United  States  of  America,  France,  Italy,  Belgium  and  Japan." 
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more  than,  in  their  judgment,  the  German  people  can  with  the  utmost 
enort  perform. 

Nevertheless,  the  question  of  Germany's  capacity  is  one  of  fact  on 
which  different  opinions  can  be  held,  and  the  German  Government  admit 
the  great  difficulty  of  arriving  at  any  secure  estimate  m  present  condi- 
tions. For  this  reason  they  have  offered  to  accept  the  decision  of  an 
impartial  mternational  tribunal  as  to  the  amount  and  method  of  pay- 
ment. Germany  can  give  no  stronger  proof  than  this  of  her  determina- 
tion to  discharge  reparation. 

The  German  Government  are  also  ready  to  supply  all  information 
necessary  to  form  a  reliable  judgment  on  Germany's  capacity  to  pay. 
They  wQl,  if  it  is  wished,  throw  open  to  mspection  all  their  financial 
records,  and  furnish  any  details  that  may  be  desired  concerning  the 
resources  of  German  industry  and  business. 

2.  The  German  Government  had  proposed  the  flotation  of  big  loans 
in  order  that  large  capital  sums  might  accrue  at  the  earhest  possible 
moment  to  those  powers  entitled  to  reparation.  Should  loans  on  a  great 
scale  prove  impracticable  for  a  tune,  they  are  ready  to  substitute  a  scheme 
of  annuities. 

3.  Since  the  allied  Governments  attach  importance  to  Germany's 
furnishing  forthwith  precise  indications  as  to  the  kind  and  mode  of  sureties 
which  she  contemplates  offering,  the  German  Government  propose  the 
following  guaranties  for  the  carrying  into  effect  of  the  definitive  repara- 
tion plan: 

(a.)  The  Federal  railway  system,  with  all  its  appurtenances,  will  be 
detached  from  the  other  state  property  and  transformed  into  a 
separate  fund,  the  accoimts  of  which  would  be  independent  of  the 
general  financial  administration  and  under  its  own  control;  and 
obligations  in  gold  will  be  issued  up  to  an  amount  of  10,000,000,000 
gold  marks,  with  a  direct  first  charge  on  the  assets  of  this  admin- 
istration and  carrying  interest  at  5%  as  from  the  1st  July,  1927, 
thus  securing  an  annual  payment  of  500,000,000  gold  marks. 

(6.)  To  secure  a  further  annual  payment  of  500,000,000  gold  marks 
as  from  the  1st  July,  1927,  the  German  Government  will  at  once 
subject  the  entire  business,  industry,  banking,  trade,  traffic  and 
agriculture  of  the  country  to  a  guaranty  in  the  form  of  a  first 
mortgage  of  10,000,000,000  gold  marks  on  real  estate,  whether 
industrial,  mimicipal,  agricultural  or  forest.  The  annual  payment 
of  500,000,000  gold  marks  will  be  levied  either  indirectly  and 
included  in  a  general  tax  imposed  also  on  other  property,  or  directly 
on  the  objects  charged. 

(c.)  In  addition,  the  German  Government  will  pledge  as  security  for 
the  yearly  payments  the  customs  duties  on  luxuries,  the  excise 
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duties  on  tobacco,  beer,  wine  and  sugar,  and  the  receipts  of  the 
spirits  monopoly.  The  gross  yield  of  these  customs  and  excise 
receipts,  which  in  the  years  preceding  the  war  averaged  about 
800  000,000  M..  has  now  very  considerably  fallen  on  account  ofloss 
of  t'erritorv  and  population  and  of  the  reduced  consumption.  V\  ith 
the  recovery  of  the  economic  acti-v-ity  of  Germany  it  wiU,  how- 
ever, automatically  increase. 
4.  In  conclusion,  the  German  Government  feel  that  they  must  lay 
emphasis  on  the  following : 

In  a  matter  so  vast  and  compUcated  real  progress  can  not  be  made 
bv  the  exchange  of  written  documents,  but  can  only  be  achieved  by 
word  of  mouth  at  the  conference  table.  Germany's  capacity  to  pay 
depends  on  the  character  of  the  settlement  as  a  whole.  The  method  of 
pavment  can  onlv  be  arranged  in  direct  consultation  with  those  who  are 
to  receive  the  pavment.  The  guaranties  can  only  be  worked  out  m  detail 
with  the  coOaboration  of  those  whom  they  are  intended  to  serve.  For 
the  solution  of  all  these  questions  oral  discussion  is  essential. 

Germanv  acknowledges  her  liability  to  make  reparation.   The  German 
Government  repeat  their  request  that  a  conference  be  summoned  to 
agree  upon  how  they  may  best  discharge  this  obligation. 
Berlin,  June  7,  1923. 

2.   French  Principles  for  Discussion-  of  Germax  Proposals.* 
(Summarized  m  British  note  of  June  13,  1923.) 

(i.)  Passive  resistance  ha\Tng  ceased,  the  occupation  of  the  Ruhr  would 
continue,  but  under  altogether  different  conditions,  and  with  the  co- 
operation of  German  organizations. 

(ii.)  France  can  sacrifice  no  part  of  her  share  of  the  A  and  B  Bonds, 
but  would  agree  to  give  up  a  portion  of  C  Bonds,  which  could  be  employed 
for  the  payment  of  the  interallied  debts. 

(iii.)  The  French  Government  recognize  that  Germany  needs  a  certain 
time  for  balancing  her  budget;  but,  ha\-ing  lost  no  part  of  her  riches, 
Germany  should  be  able  to  hand  over  to  the  Allies  a  certain  part  of  such 
of  her  resources  as  can  be  immediately  realized,  viz: 

(1.)  The  railways  on  the  left  bank  of  the  Rhine,  which  could  be  handed 

over  to  a  company,  in  which  France,  Belgium,  Great  Britain,  and 

even  the  Rhineland  would  hold  shares. 
(2.)  Certain  coal-mines  in  the  Ruhr,  appropriated  by  the  German 

Reich,  which  might  be  handed  over  under  similar  conditions  to  an 

interallied  company. 

H^orrerpondence,  p.  4. 
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(3.)  Deliveries  in  kind,  to  be  specified. 

(4.)  The  yield  of  the  customs  duties,  which  might  at  once  be  levied 
m  gold  or  gold  values  and  placed  at  the  disposal  of  the  Allies. 

(5.)  Lastly,  a  certam  proportion  of  the  foreign  exchange  resulting 
from  the  sales  of  certain  important  exports,  which  would,  in  con- 
formity with  the  principles  accepted  by  Germany  herself,  be 
handed  over  to  the  Allies,  the  levy  of  the  26%  being  adjusted  to 
Germany's  economic  requirements. 

(iv.)  In  the  occupied  territories  it  would  be  for  the  Allies  themselves 
to  collect  the  ceded  revenues. 

3.  Draft  Identic  Reply  to  the  German  Government.^ 

(Inclosure  m  British  note  to  France,  Italy,  Belgium  and  Japan,  July  20,  1923.) 

On  May  2  the  German  Government  addressed  an  identic  note  to  the 
Governments  of  the  United  States  of  America,  Belgium,  France,  Great 
Britain,  Italy,  and  Japan,  containing  certam  proposals  for  a  settlement  of 
the  question  of  reparations. 

To  this  note  separate  replies  were  returned  by  the  French  and  Belgian 
Governments,  acting  in  unison,  and  by  the  Italian,  British,  and  Japanese 
Governments  acting  separately.  These  replies  concurred,  however,  in 
regarding  the  German  proposals  as  inacceptable,  the  mam  criticism 
dkected  against  them  bemg  that  neither  the  total  amounts  suggested  as 
payable  for  reparation,  nor  the  mode  of  payment,  nor  the  guarantees 
offered,  were  at  all  adequate,  while  settlement  of  any  kind  was  made  con- 
tmgent  on  the  evacuation  of  the  Ruhr,  pending  which  passive  resistance 
by  the  Germans  was  not  to  be  renounced. 

The  imfavorable  reception  accorded  to  these  proposals  having  led  the 
German  Government  to  reconsider  their  attitude,  that  Government  on 
June  7  addressed  a  second  communication  to  the  same  powers. 

In  this  memorandum,  the  German  Government,  affirming  once  again 
their  determination  to  discharge  their  reparation  debt,  repeated  a  pro- 
posal which  they  had  before  made,  to  refer  to  an  impartial  international 
tribunal  the  question  both  of  the  amount  and  the  methods  of  payment 
imdertook  to  fuurnish  such  a  body  with  all  possible  information  and 
assistance  in  conducting  the  investigation,  and  promised  to  accept  the 
decision  at  which  it  might  arrive.  Fiu-ther,  the  German  Government 
proposed  certain  guaranties  or  sureties  for  the  regular  payment  of  the 
liabilities  thus  fixed,  involving,  however,  the  grant  of  a  moratorium  of 
four  years  from  the  present  date. 

Finally,  the  German  Government  suggested  a  conference  at  which 
Germany  might  be  assisted  by  oral  discussion  in  arriving  at  a  solution  of 
all  these  questions. 

1  Correspondence,  p.  22. 
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The  German  note  did  not,  on  this  occasion,  contam  any  reference  to 
the  subject  of  passive  resistance,  not,  it  is  presumed,  from  any  failure  to 
apprSte  its  peculiar  importance,  but  because  that  topic  had  not  been 
mentbned  in  Si  of  the  replies  of  the  aUied  Governments  to  which  the 
note  was  intended  as  an  answer.  ,  u  , 

The  allied  Governments,  anxious  to  termmate  the  phase  equaUy  of 
paper  controversy  and  of  international  compUcation,  will  now  give  their 
views  upon  each  of  these  matters. 

In  the  treatv  of  Versailles  it  was  recognized  by  the  AUied  and  Associated 
Governments 'that,  whUe  affirming  the  fuU  responsibility  of  Germany 
for  aU  the  loss  and  damage  which  they  had  suffered  at  her  hands  durmg 
the  war,  thev  could  not,  in  view  of  her  diminished  resources  expect 
to  receive  from  her  complete  reparation  for  aU  such  loss  and  damage. 
In  other  words,  the  necessity  was  admitted,  even  at  that  date,  of  adjustmg 
the  liabilitv  of  Germany  to  her  capacity  to  pay. 

In  Mav"  1921,  the  amount  of  reparation  was  fixed  by  the  Keparation 
Commission  at  132  miUiards  of  gold  marks.  No  power  was  given  by  the 
treatv  to  cancel  anv  part  of  that  obUgation,  except  with  the  specific 
authoritv  of  the  several  Governments  represented  on  the  commission. 
If  therefore,  the  contention  is  now  put  forward  that,  owing  to  the  altered 
ci^umstances  of  to-day,  the  figure  of  1921  is  too  high  and  calls  for  reduc- 
tion, it  can  only  be  by  action  within  the  framework  of  the  treaty  that 
such  reduction  can  properly  be  made;  and  it  is  only  from  this  point  of 
view  that  the  allied  powers  are  free  to  consider  the  first  request  of  the 
German  Government  in  the  note  now  under  reply,  namely,  the  request 
for  an  examination  by  an  impartial  international  tribunal  of  Germany's 
present  capacity  for  payment. 


Experts  ake  Suggested 

The  allied  Governments,  while  vmable  to  accede  to  this  request  in  the 
form  in  which  it  was  proposed,  are  far  from  thinking  that  they  might  not 
be  assisted  in  the  task  devolved  upon  them  by  the  treaty  by  the  labors  of 
competent  and  impartial  experts;  and  provided  that  nothing  is  done  in 
this  respect  that  is  inconsistent  with  the  treaty  stipulations,  they  are 
disposed  to  think  that  positive  advantage  might  result  from  such  an 
examination.  It  would  bring  the  allegations  of  diminished  capacity  to  the 
test  of  tact;  it  would  reveal  the  actual  position  at  the  present  moment; 
and  it  would  remove  aU  excuses  for  evasion. 

The  allied  Governments  take  note  of  the  statement  by  the  German 
Government  that  they  would  welcome  such  an  inquiry,  and  of  their  pledge 
to  abide  by  the  result. 

If  a  bmding  arrangement  were  entered  into,  concerning  the  discharge 
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of  the  entire  liability,  as  thus  determined,  and  as  to  the  guaranties  or 
sureties  to  be  taken  for  the  regular  and  complete  payment  of  the  total 
debt,  the  whole  problem  would  assume  a  diflFerent  aspect. 

As  to  the  guaranties  or  sureties  themselves,  the  allied  Governments 
while  appreciating  the  effort  of  the  German  Government  to  advance 
beyond  the  vague  mdications  of  the  earlier  note  of  May  2,  must  guard 
themselves  from  accepting  these  new  proposals  as  adequately,  or  in  the 
best  possible  way,  meeting  the  actual  requirements  of  the  situation.  Their 
economic  value  must  largely  depend  upon  factors  of  which  no  mention 
IS  made  m  the  German  note,  such  as  the  stabilization  of  the  mark  and  the 
balancing  of  the  German  budget.  A  careful  examination  of  these,  or 
other,  supplementary  guaranties  will  be  an  inseparable  feature  of  the 
mquu-y  which  the  allied  Governments  are  prepared  within  the  Hmits 
of  the  treaty  to  initiate. 

It  must  be  clear,  however,  that  no  guaranties  for  the  punctual  dis- 
charge of  accepted  habilities  will  suffice,  unless  provision  is  at  the  same 
time  made  for  some  form  of  international  control  of  German  financial 
admmistration.  This  is  one  of  the  subjects  to  which  it  will  be  necessary 
to  invite  the  serious  attention  of  the  German  Government,  and  without  a 
settlement  of  which  no  final  solution  can  be  obtained. 

When  the  German  Government  ask  for  oral  discussion  of  all  these  mat- 
ters, it  may  be  remembered  that,  under  the  treaty,  the  Reparation 
Commission,  while  authorized  from  time  to  time  to  consider  the  resources 
and  capacity  of  Germany,  is  also  under  an  obligation  "to  give  to  the 
German  Government  an  opportunity  to  be  heard."  This  will  allow  for 
free  consultation  with  the  latter,  and  will  enable  it  to  make  a  full  presenta- 
tion of  the  German  case. 

Such  is  the  reply  of  the  allied  Governments  to  the  main  propositions 
of  the  German  note.  There  remains,  however,  one  important  considera- 
tion which  is  the  antecedent  condition  to  a  willingness  on  the  part  of 
the  Allies  to  reopen  the  questions  to  which  reference  has  been  made. 
The  occupation  of  the  Ruhr  valley  by  the  armed  forces  of  certain  of  the 
Alhes  has  been  followed  by  measures  deliberately  taken  by  the  German 
Government  to  impede  this  policy  and  to  delay  the  payment  of  repara- 
tions. These  measures  may  be  summed  up  in  the  familiar  phrase  "passive 
resistance."  If  the  German  Government  now  desire  a  resumption  of 
inquiry,  they  will,  in  the  opinion  of  the  allied  Governments,  be  well 
advised  to  withdraw  without  further  delay  the  ordinances  and  decrees 
which  have  organized  and  fomented  this  form  of  resistance,  and  openly 
and  unequivocally  to  disavow  the  acts  of  violence  and  sabotage  which 
have  in  some  cases  accompanied  it. 

Were  this  action  to  be  taken  without  delay,  not  only  would  it  be  regarded 
as  an  evidence  of  that  good  faith  which  the  German  Government  have 
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once  again  avowed,  but  it  would  involve  a  reconsideration  by  the  occupj- 
LTwwers  of  the  conditions  of  theh-  occupation  and  a  gradual  return 
S  r  no?ni  features  of  industrial  hfe  in  the  Ruhr.  Such  a  reversion 
wodd  possess  the  additional  advantage  that  by  re^tabhshmg  the 
productive  activity  of  that  region,  it  would  enable  J«  German  G^-™- 
ment  more  speedily  and  more  effectively  to  discharge  their  reparation  debt. 

In  makinglhis  reply  to  the  German  note,  the  alhed  Government, 
have  clearlv  demonstrated  their  earnest  desire  for  the  cessation  of  conflict 
and  the  pacification  of  Europe.  In  return  they  feel  that  they  have  the 
right  to  invite  the  co-operation  of  the  German  Government  m  the  execu- 
tion of  this  poUcv;  and  they  have  mdicated  with  as  much  precision  as  is 
possible  at  the  present  stage  the  reciprocal  steps  by  which  each  party 
can  effectively  contribute  to  the  desired  result. 

4.   Fbexch  Observations  ox  British  Draft.i 
(Excerpt  from  note  of  Count  de  Saint-Aulaiie  to  the  Marquess  Curzon  of  Kedle- 
ston,  July  30,  19iS.) 

The  British  Government  have  summarized  under  six  headings  the 
ends  which  they  have  in  view.  Our  observations  on  these  points  may  be 
summed  up  as  follows : 

1.  The  German  Government  to  undertake  to  abandon  the  poHcy  of 
passive  resistance.  This,  in  our  opinion,  is  the  primordial  ques- 
tion dominating  all  others  and  one  which  must  receive  priority  of 
settlement. 

2.  There  can  be  no  ambiguity  with  regard  to  the  progressive  evacuation 
of  the  Ruhr;  it  will  be  carried  out  according  as  paj-ments  are  made. 
Cessation  of  passive  resistance  will  itself  lead  to  the  resumption  of 
economic  life  in  the  Ruhr.  The  High  Command  will  take  every 
step  compatible  with  the  maintenance  of  the  pledge  and  the  security 
of  the  troops  to  render  the  occupation  as  light  as  possible.  But 
France  can  not  enter  either  directly  or  indirectly  into  negotiations 
with  Germany  on  these  last  points  before  all  forms  of  resistance  have 
ceased. 

3  and  4.  Conference  of  impartial  experts.  The  French  Government 
can  only  refer  to  the  statements  already  made  in  this  note  on  the 
subject:  the  Reparation  Commission  is  a  tribunal  set  up  by  the 
treaty  through  which  it  derives  its  authority;  the  Reparation  Com- 
mission should  only  be  guided  by  justice,  equity,  and  good  faith. 
What  other  body  would  have  such  an  origin,  such  powers  and  such 
rights?  What  other  body  could  give  greater  guaranties  of  impartial- 
ity, and  why  should  the  German  Government  accept  its  conclusions 
'  Correrpondenct,  p.  36-38. 
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whUe  it  refuses  to  recognize  those  of  the  Reparation  Commission? 
Ihe  French  Government  would  require  to  be  enlightened  on  all 
these  points. 

5.  The  British  Government  desire  that  interalUed  discussions  should 
take  place  in  order  to  elaborate  a  comprehensive  plan  of  a  general 
and  final  financial  settlement.  Has  not  this  settlement  been  made? 
Has  not  the  Reparation  Commission  full  power  to  apply  this  settle- 
ment, to  modify  it,  and  to  extend  or  shorten  its  execution?  Would 
it  not  be  contrary  to  the  treaty  to  go  back  on  the  very  principle 
of  the  settlement  and  on  the  fixation  of  the  amount?  In  any  case, 
we  should  hke  to  know  what  the  British  Government  understands 
by  a  general  and  final  settlement?  Does  this  include  the  question 
of  interallied  debts? 

6.  Finally,  as  regards  the  sbcth  point,  the  French  and  Belgian  Govern- 
ments can  only  repeat  that  they  will  not  evacuate  the  Ruhr  except 
against  effective  payments  by  Germany  andMn  proportion  as  these 
payments  are  made. 

In  the  last  paragraph  of  their  letter,  the  British  Government  allude  to 
the  question  of  security;  we  shall  always  be  pleased  to  discuss  this  question 
with  them,  but  it  has  no  bearing  on  the  occupation  of  the  Ruhr,  and  it 
seems  preferable  that  these  two  problems  should  be  considered  separately. 


5.   British  Note  to  Feance.' 

The  Marquess  Curzon  of  Kedleston  to  Count  de  Saint-Aulaire  and  also 

to  Baron  Moncheur. 

FoBEiGN  Office 
August  11.  1923. 

Your  Excellency, 

1.  The  most  sincere  disappomtment  has  been  caused  to  His  Majesty's 
Government  by  the  replies  which  they  have  received  under  date  of  July 
30  from  the  French  and  Belgian  Governments  to  their  identic  notes  of 
the  20th  ultimo.  With  those  notes  was  submitted  the  draft  of  a  joint 
allied  answer  which  His  Majesty's  Government  proposed  should  be 
sent  to  the  German  memorandum  of  June  7.  The  proposal  represented 
an  earnest  effort  on  the  part  of  His  Majesty's  Government,  while  showing 
the  utmost  regard  for  the  known  views  of  the  French  and  Belgian  Govern- 
ments, to  indicate  a  practical  way  of  arriving  as  promptly  as  possible  at  a 
final  settlement  of  the  question  of  German  reparations. 

2.  His  Majesty's  Government  had  understood  that  there  were  in  the 
opinion  of  the  French  and  Belgian  Governments  two  main  obstacles 
standing  in  the  way  of  any  fresh  move  in  seeking  such  settlement:  (1) 

*  Corresjxmdence,  p.  48. 
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the  necessity  of  scrupulously  respecting  the  rights  of  the  Reparation 
Commission  under  the  treaty  of  Versailles  as  regards  the  fixing  of  the 
German  debt  and  determining  the  modes  of  payment;  and  (2)  the  attitude 
of  the  German  Government  in  encouraging  passive  resistance  to  the 
Franco-Belgian  occupation  and  exploitation  of  the  Ruhr. 

3.  With  both  these  questions,  accordingly,  His  Majesty's  Government 
proposed,  in  their  suggested  reply  to  the  German  memorandum,  to  deal 
b  a  manner  which  they  confidently  expected  would  commend  itself  to 
their  Allies.  How  completely  they  have  been  disappointed  in  this  expecta- 
tion is  made  manifest  by  the  contents  of  the  notes  in  which  the  French 
and  Belgian  Governments  have  replied  to  their  proposals. 

4.  His  Majesty's  Government  acknowledge  with  much  appreciation 
the  courteous  tone  of  those  notes.  If  they  now  proceed  to  cornment 
upon  them,  they  trust  that  their  remarks  will  be  received  m  the  friendly 
spirit  in  which  they  are  offered. 

5.  A  reply  seems  to  be  all  the  more  necessary,  since,  in  the  desire  to 
avoid  controversy  at  a  critical  phase.  His  Majesty's  Government  re- 
frained from  sending  any  rejoinder  to  the  observations  which  the  French 
and  Belgian  Governments  communicated  to  them  over  a  month  ago  in 
reply  to  the  so-called  questionnaire  which  I  had  addressed  to  the  two 
Governments.  Sooner  than  embark  upon  any  controversy  with  their 
Allies,  His  Majesty's  Government  preferred  at  that  time  to  submit  a 
definite  plan  of  action,  under  which  they  proposed  that  the  suggested 
mquiry  into  Germany's  capacity  to  pay  should  be  conducted  within 
the  framework  of  the  treaty  of  Versailles,  and  that  the  German  Govern- 
ment should  be  called  upon  to  withdraw  the  orders  and  measures  by  which 
they  have  enjoined  passive  resistance.  Furthermore,  in  order  to  comply 
with  the  declared  objection  of  their  French  and  Belgian  Allies  to  any 
specific  bargain  being  made  on  this  point  with  the  German  Government, 
the  British  proposals  were  restricted  to  an  intimation  that  if  the  German 
Government  were  to  abandon  passive  resistance  without  delay,  not  only 
would  this  be  regarded  as  an  evidence  of  good  faith,  but  it  would  involve 
a  reconsideration  by  the  occupying  powers  of  the  conditions  of  their 
occupation  and  a  gradual  return  to  the  normal  features  of  industrial  hfe 
in  the  Ruhr. 

6.  It  Is  difficult  to  think  in  what  way  greater  consideration  could  have 
been  shown  to  the  Franco-Belgian  point  of  view. 

Finds  Suggestion's  not  Welcomed. 

7.  The  reception,  however,  that  has  been  accorded  to  these  proposals 
by  the  French  and  Belgian  Governments  in  their  respective  notes  of 
July  30,  leaves  His  Majesty's  Government,  notwithstanding  the  terms 
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of  courtesy  employed,  under  the  painful  impression  that  neither  are 
thej  suggestions  welcomed  by  their  AUies,  nor  is  theu-  offered  co-operation 
held  to  merit  consideration  except  on  condition  that  no  departure  be 
made  m  any  one  particular  from  whatever  France  and  Belgium  declare 
to  be  their  overridmg  views  and  decisions. 

8.  It  is  true  that  the  Belgian  reply  appears  at  first  sight  to  be  less 
uncompromising  than  the  French  note.  But  on  closer  examination  it 
IS  seen  that  the  attitude  of  the  two  Governments  is  for  all  practical  pur- 
poses identical,  and  that,  though  the  Belgian  Government  appear  to  be 
especially  anxious  for  the  continuance  of  friendly  conversations,  it  is 
only  upon  condition  that  the  substance  of  the  Belgian  claims  is  conceded 
in  advance.  Accordingly,  His  Majesty's  Government  ask  leave  to  deal 
with  the  two  rephes  in  a  single  answer. 

9.  The  first  point  that  has  struck  His  Majesty's  Government  is  that 
in  neither  is  there  any  allusion  whatsoever  to  the  terms  of  the  draft  reply 
to  the  German  memorandum  which  His  Majesty's  Government  had 
proposed.  The  Belgian  Government,  indeed,  still  remain  in  favor  of  the 
principle  of  a  joint  reply,  but  the  French  Government  pass  the  proposal 
over  in  complete  silence.  And  yet  this  was  the  main  object  to  which, 
in  their  desire  for  the  continued  maintenance  of  allied  unity.  His  Majesty's 
Government  had  devoted  their  efforts.  The  omission  is  hardly  com- 
pensated by  a  series  of  argumentative  passages,  inquiries  on  points  of 
detail,  and  offers  of  further  discussions  and  conversations,  holding  out 
a  prospect  of  an  indefinitely  spun-out  controversy,  while  fundamental 
principles  are  only  mentioned  in  order  to  declare  that  they  do  not  admit 
of  discussion. 

10.  It  may  perhaps  be  said  that  the  Belgian  reply  does  not  reject,  as 
categorically  as  does  the  French,  the  proposal  for  a  fresh  investigation 
of  Germany's  capacity  to  pay.  But  the  consent  of  the  Belgian  Govern- 
ment to  such  an  inquiry  is  made  conditional  upon  obtaining  for  Belgium 
and  for  France  pecuniary  advantages  of  a  far-reaching  kind  at  the  expense 
of  their  Allies,  and  notably  of  Great  Britain.  Such  a  suggestion  appears 
to  His  Majesty's  Government  to  reveal  a  palpable  misconception  of  the 
situation. 

11.  It  will  not  be  contested  that  there  can  be  no  use  in  demanding 
from  Germany  more  than  she  is  capable  of  paying.  What  is  the  maxi- 
mum she  can  pay,  is  a  question  of  supreme  importance  to  all  her  creditors. 
It  is  a  question  of  establishing  a  fact,  on  the  ascertainment  of  which  any 
practical  arrangements  or  combinations  for  obtaining  payment  to  the 
fullest  extent  possible  must  be  based.  The  British  Government  accord- 
ingly proposed  to  take  steps  to  ascertain  this  important  fact.  Belgium 
replies  that  she  will  not  consent  unless  a  corresponding  advantage  is 
obtained  by  herself  and  by  France.  His  Majesty's  Government  could 
not  willingly  enter  into  any  such  transaction. 
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12.  VrtiWe  the  Belgian  note  does  not  indicate  any  precise  claim  official 
and  semi-official  pronouncements  by  and  on  behalf  of  French  and  Belgian 
ministers  have  made  it  clear  that  the  French  Government  wish  to  insist 
on  a  minimum  payment  to  them  of  26  miUiard  gold  naarks  o^e^  and 
above  the  amount  required  to  meet  their  debts  owmg  to  this  countr^ 
and  to  the  United  States,  and  the  Belgian  Government  on  a  mimmum 
payment  of  5  milUard  gold  marks,  for  which,  or  for  part  of  which,  they 
now  ask  for  further  priority.  ,r       i  i  •  ^„ 

13  If  the  estimate  made  on  a  5%  basis  by  M.  Bokanowski,  the  rap- 
VOrteur  of  the  French  Budget,  which  put  the  present  value  of  the  annuities 
under  the  Schedule  of  Pavments  at  65  miUiard  gold  marks,  may  be  accepted 
as  an  approsimatelv  correct  basis  of  calculation,  the  share  of  France 
and  Belgium  as  fixed  by  the  percentages  established  under  the  bpa  agree- 
ment (52  and  respectively)!  would  not  exceed  34  milhards  for  ir ranee 
and  5.2  milhards  for  Belgium,  even  if  Germany  were  in  a  position  to  pay 
the  total  figures  of  the  schedule.  But  Belgium  has  aheady,  under  the 
agreement  which  entitles  her  to  priority  pajTnents  of  2,1  ^  milhard  gold 
francs  (£100  miUion),  received  approximately  Ijo  milhard  gold  marks 
(£73  million  sterUng),  a  sum  far  exceedmg  the  receipts  of  any  other 
power.  Though  this  priority  was  given  when  the  total  sums  expected 
from  Germany  were  immensely  larger  than  anything  that  is  now  hkely 
to  be  received,  it  has  not  been  reduced  proportionately,  and  it  has  there- 
fore operated  to  give  Belgium  an  mcreasingly  disproportionate  share  of 
actual  receipts  up  to  date.  In  addition,  she  has  been  enthely  reUeved 
of  her  war  debts  to  the  Allies,  amounting  to  nearly  £300  million  sterling. 

1-t.  France,  on  the  other  hand,  when  counting  on  recei%-ing  3-i  mil- 
hard  gold  marks  from  Germany,  would  have  to  balance  this  amount 
agamst  her  debt  to  this  country,  representing  about  12  milhard  gold 
marks,  and  her  debt  to  the  United  States,  amounting  at  least  to  the 
equivalent  of  15  milliard  gold  marks,  or,  together,  27  milliards,  which, 
being  set  off  against  the  34  milliards  to  be  obtained  from  Germany, 
would  leave  France  with  a  balance  of  7  milhards.  'SMien,  therefore,  it 
is  now  suggested  that  she  ought  to  receive  26  milliards  net,  her  total 
debts  to  Great  Britain  and  the  United  States  being  cancelled,  it  will  be 
seen  that  the  demand  is  for  an  amount  between  three  and  four  times 
larger  than  would,  on  balance,  fall  to  her  share  under  the  existing  agree- 
ments. It  is  difficult  to  see  on  what  grounds  a  failure  of  Germany  to 
meet  her  obhgations,  by  which  Great  Britain  is  proportionately  dammfied 
equally  with  her  AUies,  can  be  held  to  justify  a  claim  by  France  to  be 
placed,  at  the  expense  of  her  Allies,  in  a  far  more  favorable  position  than 
she  would  have  occupied  under  the  Schedule  of  Payments  itself. 

15.  The  Belgium  proposal  to  grant  a  special  priority  for  the  restoration 

'  For  the  terms  of  the  agreement,  see  Part  U,  Vol.  V,  p.  53. 
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of  devastated  areas  seems  to  rest  on  a  somewhat  artificial  distinction 
as  regards  damages  inflicted  by  the  enemy  in  the  late  war.  It  is  a  sugges- 
tion not  merely  that  priority  should  be  conceded  to  material  damages 
over  the  cost  of  war  pensions,  but  that  one  particular  type  of  material 
damage,  namely,  damage  by  land,  should  be  selected  for  priority  to  the 
exclusion  of  other  forms  of  material  damage.  No  justification  for  such 
a  proposal  can  be  found  in  the  armistice  terms  or  m  the  peace  treaty 
nor  is  It  easy  to  conceive  what  argument  can  be  adduced  to  support  it' 
bunk  ships  and  cargoes  rotting  at  the  bottom  of  the  sea  may  not  shock 
the  eye  like  the  ruined  villages  of  France  and  Belgium.  But  they  are 
equally  material  damage  caused  by  German  aggression,  and  represent 
equaUy  heavy  losses  of  national  wealth.  Great  Britain's  proportion  of 
reparations  would  not  in  fact  be  seriously  altered  as  a  result  of  priority 
conceded  to  material  damages.  Nevertheless,  His  Majesty's  Government 
would  not  be  in  favor  of  priority  even  on  that  basis,  if  only  for  the  reason 
that  certain  other  Allies  would  be  gravely  and  adversely  affected. 


Question  of  Priority 

16.  In  practice  the  suggested  priority  would  be  equivalent  to  an  altera- 
tion in  favor  of  France  and  Belgium  of  the  percentages  of  division  fixed 
by  the  Spa  agreement.  For  it  is  clear  that  if  Belgian  and  French  claims 
in  respect  of  theu-  devastated  regions  are  to  be  met  in  full  before  the 
claims  of  the  other  Allies  are  considered,  and  if,  at  the  same  time,  the 
total  sums  recoverable  from  Germany  are  diminished,  the  loss  represented 
by  such  diminution  must  inevitably  fall  on  those  not  enjoymg  the  privilege 
of  priority. 

17.  His  Majesty's  Government  can  not  admit  that  there  is  any  ground 
whatever  for  revising  the  Spa  percentages.  The  principle  of  a  percentage 
division  is  not  affected  by  a  change  in  the  total  to  which  the  percentages 
apply.  His  Majesty's  Government  can  not  leave  out  of  account  the 
position  of  their  own  country.  Apart  from  the  extensive  material  dam- 
ages suffered  by  Great  Britain,  His  Majesty's  Government  are  now 
mvolved  in  heavy  payments  to  meet  unemployment,  in  respect  of  which 
they  have  been  compelled  to  spend  over  400,000,000/.  since  the  armistice. 
They  alone,  among  the  Allies,  are  paying  interest  on  debts  incurred 
abroad  during  the  war,  representing  a  capital  sum  due  to  the  United 
States  Government  of  1,000,000,000/.  at  the  present  rate  of  exchange. 
They  alone  have  been  deprived,  in  the  allied  interest,  of  foreign  securities 
estimated  at  from  700,000,000/.  to  800,000,000/.,  which  would  otherwise 
substantially  assist  in  the  payment  of  the  British  debt  in  America.  Not- 
withstanding these  gigantic  burdens.  Great  Britain  made  an  offer  at  the 
Paris  conference  of  January  last  to  forego  her  rights  to  reimbursement 
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of  her  damages,  and  expressed  her  readiness,  by  reducing  the  debts  of 
the  \Uies  to  treat  her  share  of  German  reparations  as  u'  it  were  a  repay- 
ment bv  her  .\lhes  of  their  debts  due  to  her.  It  would  be  mequitable, 
and  it  'is  impossible,  to  ask  the  British  taxpayer,  aheady  much  more 
heavilv  burdened  than  his  French  and  Belgian  aUies,  to  make  further 
sacrifices  by  modifj-ing  the  Spa  percentages  for  the  benefit  of  France  and 
Belgium. 

18.  'SMiile  the  Belgian  Government  attach  to  theu-  consent  to  an 
investigation  bv  impartial  experts  of  Germany's  capacity  to  pay,  a 
condition  which  renders  such  consent  of  little  value,  the  French  Govern- 
ment reject  the  plan  altogether,  and  appear  to  justify  theh-  refusal  by 
putting  a  series  of  questions  which  might  lead  to  an  indefinitely  protracted 
discussion  at  a  time  when  prompt  decision  is  of  essential  importance. 
As,  however,  M.  Poincare  has  asked  for  answers  on  the  several  points 
which  he  has  raised,  they  may  be  briefly  given. 

19.  Astonishment  is  expressed  that  anyone  should  question  the  justice 
of  the  Reparation  Commission's  decision  m  fixing  the  total  amount 
payable  by  Germany  at  13-2  milliards  of  gold  marks  (6,600,000,000/.), 
and  :M.  Poincare  sees  no  reason  why  "an  estimate"  made  to-day  by  experts, 
whoever  they  may  be,  should  be  "more  exact  than  that  made  in  1921." 
It  is  not  clear  to  what  estimate  of  1921  reference  is  made.  The  Reparation 
Commission's  finding  of  132  milliards  of  gold  marks  was  a  simple  estimate 
of  the  amount  of  the  damages  for  which  compensation  was  claimable 
under  the  treaty,  without  any  regard  to  the  question  of  Germany's 
capacity  to  pay  them.  It  is  true  that  the  Schedule  of  Payments  sub- 
sequently adopted,  while  purporting  to  pro\-ide  for  the  payment  of 
the  full  amount  of  the  damages,  in  fact  granted  substantial  concessions 
by  extending  the  period  of  payment  beyond  that  laid  do^^-n  in  the  treaty, 
and  by  wai'\"ing  the  paj'ment  of  interest  for  a  long  period  in  respect  of  a 
large  part  of  the  debt.  These  concessions  represented,  even  in  the 
opinion  of  the  rapporteur  of  the  French  budget,  a  virtual  reduction  by 
approximately  one-half  of  the  sum  of  132  milliards,  and  the  fact  that  they 
were  approved  by  the  allied  prime  ministers  in  drafting  the  Schedule 
of  Payments  (subsequently  accepted  by  the  Reparation  Commission) 
effectively  answers  the  contention  that  the  sum,  as  originally  fi:xed,  was 
not  considered  too  high  by  anybody.  At  the  same  time,  it  can  not 
be  said  that  the  concessions  were  the  outcome  of  anything  that  could 
be  described  as  an  expert  inquiry  into  Germany's  capacity  to  pay. 

20.  The  French  Government  are  quite  right  in  declaring  that  the 
duty  of  adjusting  the  Schedule  of  Payments  to  that  capacity  in  accordance 
with  art.  234  of  the  treaty  is  one  which  still  remains  to  be  discharged. 

21.  They  say  that  during  the  Peace  Conference  the  American  expert 
estimated  Germany's  capacity  to  pay  at  120  milliard  gold  marks.  His 
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Majesty's  Government  have  not  been  able  to  trace  in  their  records  any 
American  expert  estimate  of  120  milliards,  though  they  have  found 
one  of  60  milliards  and  another  of  240  milliards.  There  was  also  a  French 
estimate  of  800  milliards,  and  a  British  estimate  of  480  milliards.  The 
truth,  of  course,  is  that  at  that  time  there  was  no  experience  of  attempts 
to  establish  and  enforce  interstate  obligations  of  such  magnitude,  to  which 
experts  could  look  for  guidance.  It  is  precisely  because  such  experience 
has  become  available  during  the  last  five  years  that  a  fresh  inquhy  is 
urgently  called  for. 

22.  The  duty  of  making  the  ultimate  decision  rests  in  part  on  the 
Reparation  Commission,  and  in  part  on  the  allied  Governments,  seeing 
that,  if  circumstances  necessitate  a  cancellation  of  any  part  of  the  capital 
debt,  the  specific  authority  of  the  several  Governments  represented  on 
the  Commission  is  required.  It  is  a  duty  which  must,  in  terms  of  the 
treaty,  be  performed  with  sole  reference  to  the  resources  and  capacity 
of  Germany.  The  Governments  represented  on  the  commission,  in 
deciding  whether  or  not  to  authorize  the  cancellation  of  a  part  of  the 
German  debt,  are  in  the  position  of  trustees,  since  the  interests  affected 
are  not  only  their  own,  but  also  those  of  the  Governments  not  represented 
on  the  commission — a  consideration  which  His  Majesty's  Government 
venture  to  think  the  French  Government  must  have  overlooked  when 
stating  that  "France  will  never  consent  to  such  cancellation  except  in 
the  proportion  in  which  her  own  war  debts  may  be  cancelled." 

23.  An  inquiry,  therefore,  by  impartial  experts  into  German  capacity, 
held  to  assist  the  Reparation  Commission,  and  (should  a  cancellation  of  a 
part  of  the  debt  be  regarded  as  necessary)  the  allied  Governments,  to 
carry  out  their  duties  under  that  article,  clearly  can  not  be  held  to  violate 
any  principle  expressed  or  implied  in  the  treaty. 

The  Suggksted  Expert  Inquiry. 

24.  Both  the  French  and  the  Belgian  notes  dwell  on  the  special  qualifica- 
tions of  the  Reparation  Commission  to  carry  out  itself  any  necessary 
inquiries.  This  is  a  claim  which  can  not  be  sustained  without  serious 
qualification.  In  the  absence  of  an  American  representative  (as  origi- 
nally contemplated),  France  and  Belgium  are  in  a  position,  with  the 
aid  of  the  casting  vote  of  the  French  chairman,  to  carry  any  resolution 
over  the  heads  of  the  British  and  Italian  representatives,  and  it  is  notorious 
that  in  these  circumstances  the  commission  has  become  in  practice  an 
instrument  of  Franco-Belgian  policy  alone. 

25.  The  French  Government  ask  how  it  is  proposed  that  the  impartial 
expert  commission  should  be  constituted.  His  Majesty's  Government 
consider  that  the  more  comprehensive  its  constitution,  the  greater  will 
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be  the  value  of  its  findings.  They  would  wilhngly  see  upon  it  noimnees, 
not  onlv  of  the  powers  entitled  to  reparation,  but  of  the  Lnited  btat^ 
of  \nierica,  of  powers  which  took  no  part  in  the  late  war,  and,  it  would 
seem  desirable,  of  Germany  herself.  If,  however,  the  French  Govern- 
ment would  prefer  any  other  form  of  constitution.  His  Majesty  s  Govern- 
ment would  be  happy  to  consider  it.  •   •         j  4.  4.1, 

26  As  regards  its  relation  to  the  Reparation  Commission  and  to  the 
aUied  Governments,  while  for  their  own  part  His  Majesty's  Government 
would  be  entirelv  wiUing  to  enter  mto  an  agreement  by  which  the  several 
Governments  would  bind  themselves  in  advance  to  recommend  to  the 
Reparation  Commission  the  acceptance  of  the  findings  of  the  body  of 
experts,  thev  would,  if  the  French  and  Belgian  Governments  are  not 
prepared  to  go  so  far,  be  content  that  the  functions  of  the  experts  should 
be  advisory  only. 

27.  Both  the  French  and  Belgian  notes  challenge  the  British  contention 
that  it  is  in  the  best  interest  of  the  Allies  that  whatever  figure  be  finally 
decided  upon  as  representing  Germany's  total  liabilities,  it  should  be 
accepted  by  the  German  Government  as  just  and  reasonable.  They 
point  to  the  fact  that  the  German  Government  have,  in  the  past,  repeatedly 
failed  to  act  up  to  their  undertakings. 

28.  His  Majesty's  Government  remain  of  opmion  that  an  undertaking 
freely  entered  into,  because  acknowledged  to  be  just  and  reasonable, 
stands,  in  practice,  on  a  different  footing,  and  offers  better  prospects  of 
faithful  execution,  than  an  engagement  subscribed  under  the  compulsion 
of  an  ultimatum,  and  protested  against  at  the  very  moment  of  signature 
as  beyond  the  signatory's  capacity  to  make  good.  The  Reparation 
Commission  itself,  as  well  as  the  principal  allied  Governments,  has  had, 
on  occasion,  to  recognize  that  the  German  Government  was  not  in  a 
position  to  carry  out  particular  obligations  which  it  had  been  compelled 
to  undertake. 

29.  It  will  be  remembered  that  the  suggestion  of  an  inquiry  by  experts, 
of  which  the  first  idea  originated  with  the  American  Secretary  of  State, 
included  a  voluntary  engagement  by  the  German  Government  to  accept 
and  give  effect  to  whatever  conclusions  the  experts  might  arrive  at.  His 
Majesty's  Government  are  not  con\'inced  that  such  an  engagement 
deserves  to  be  treated  as  of  no  value. 


Legautt  of  Ruhr  Occupation. 

30.  The  subject  of  the  occupation  of  the  Ruhr  gives  rise  to  a  number 
of  propositions  in  the  French  note  to  which  it  is  necessary  to  reply.  ^Miile 
His  Majesty's  Government  have  indicated  their  readiness  to  join  in 
advising  the  German  Government  to  withdraw  without  delay  the  ordi- 
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nances  and  decrees  which  have  organized  and  promoted  passive  resistance, 
they  can  not  subscribe  to  the  thesis  that  passive  resistance  must  cease 
unconditionally  because  it  is  contrary  to  the  treaty  of  Versailles. 

SI.  France  and  Belgium  hold  that  the  occupation  has  been  effected 
in  virtue  of  the  authority  conferred  by  par.  18  of  annex  II  to  Part  VTTT 
of  the  treaty.  The  German  Government  have  consistently  contended 
that  such  an  operation  does  not,  on  a  proper  interpretation  of  that  para- 
graph, fall  within  the  category  of  "economic  and  financial  prohibitions 
and  reprisals  and  in  general  such  other  measures  as  the  respective  Govern- 
ments may  determine  to  be  necessary  in  the  circumstances." 

32.  The  highest  legal  authorities  in  Great  Britain  have  advised  His 
Majesty's  Government  that  the  contention  of  the  German  Government 
is  well  founded,  and  His  Majesty's  Government  have  never  concealed 
their  view  that  the  Franco-Belgian  action  in  occupying  the  Ruhr, 
quite  apart  from  the  question  of  expediency,  was  not  a  sanction  au- 
thorized by  the  treaty  itself.  But  they  would  be  quite  willing  that 
this  or  any  other  difference  respecting  the  legal  interpretation  of  vital 
provisions  of  the  treaty — in  so  far  as  they  can  not  be  resolved  by  unani- 
mous decision  of  the  Reparation  Commission  under  par.  12  of  annex 
II — whether  arising  between  the  allied  Governments  and  the  German 
Government,  or  between  different  allied  Governments,  should  auto- 
matically be  referred  to  the  International  Court  of  Justice  at  The  Hague 
or  other  suitable  arbitration. 

33.  The  French  Government  have  endeavored  to  convict  His  Majesty's 
Government  of  inconsistency  in  now  refusing  to  acknowledge  the  legality 
of  the  occupation  of  the  Rulu'  under  par.  18  of  annex  II,  when  on  two 
former  occasions  they  joined  in  the  presentation  of  ultimata  tlu-eatening 
such  occupation,  and  when  in  1920  they  actually  participated  in  the 
occupation  of  Dusseldorf,  Duisburg  and  Ruhrort.  There  is  no  incon- 
sistency. The  action  then  taken  or  threatened  was  never  claimed  to  be 
in  pursuance  of  the  reparation  clauses  of  the  treaty.  The  Allies  jointly 
decided  to  threaten  Germany  with  the  occupation  of  further  territory 
just  as  they  might  have  threatened  her  with  a  renewal  of  war,  for  her 
failure  to  perform  her  treaty  obligations,  some  of  which  had  no  connection 
whatever  with  reparations. 

34.  In  the  view  of  His  Majesty's  Government  it  can  not  legitimately 
be  claimed  that  the  measures  which  the  Allies  are,  under  par.  18  of 
annex  II,  authorized  to  take  in  certain  emergencies,  include  the  military 
occupation  of  territory.  Such  occupation  forms  the  subject  of  the  special 
provisions  of  Part  XIV  of  the  treaty,  dealing  with  Guaranties.  It  is  the 
right  to  occupy  the  left  bank  of  the  Rhine  and  the  bridgeheads,  which 
has  been  given  to  the  Allies  "as  a  guaranty  for  the  execution  of  the  treaty." 
Moreover,  art.  430  particularly  stipulates  that  if  the  Reparation  Commis- 
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sion  finds  that  Germany  refuses  to  observe  the  whole  or  part  of  ^er  ob hga- 
ons  under  the  treaty  with  regard  to  reparations  the  whole  P-*  o  ^he 
occupied  territories,  which  may  already  have  been  evacuated,  will  be 
i3iately  reoccupied."  It  would  have  been  idle  to  ^^^P^a  e  «pre..l> 
for  such  reoccupation  in  ca.e  of  default  on  reparations,  if  the  Allie.  had 
leady  an  unlimited  right  to  occupy  any  German  territory  under  another 

''T  n  H'%Stv's  Government  have  hitherto  abstained  from  formaUy 
cont;stin.  the  legality  of  the  Franco-Belgian  occupation  as  an  act  autho- 
rized bv\he  treatv,  they  have  done  so  solely  m  conformity  with  the 
spirit  of  the  declaration,  made  by  Mr.  Bonar  Law  at  the  Pans  conference 
i^  Januarv  last,  that  His  Majesty's  Government  desired  to  avoid  causing 
anv  needless  embarrassment  to  their  AUies.  This  should  not  be  made  a 
reproach  to  them.  His  Majesty's  Government  would  not  even  now 
have  taken  up  this  question  of  legahty,  had  they  not  been  challenged 
to  do  so. 

Alxxed  Abgtjiien'ts  Examined. 

36.  The  French  and  Belgian  Governments  argue  that  if  only  Great 
Britain  had  jomed  in  the  occupation  there  would  have  been  no  passive 
resistance  and  an  abundant  flow  of  reparation  payments  would  have 
been  assured.  Holding  the  \-iews  which  they  did,  both  as  to  the  legality 
and  the  practical  value  of  the  operation,  it  was  not  possible  for  His 
Majesty's  Government  to  take  part  in  it.  But  even  if  they  had  done  so, 
and  even  if  passive  resistance  had  never  been  started  or  were  now  commg 
to  an  end,  it  is  not  clear  how  this  would  brmg  the  problem  of  reparations 
appreciably  nearer  to  a  solution. 

37.  The  French  Government  have  now  declared  that  the  object  with 
which  they  entered  the  Ruhr  was  not  the  prompt  or  complete  payment 
of  reparations,  but  the  breaking  of  Germany's  resistance  and  the  creation 
of  the  will  on  her  part  to  pay.  But  the  will  to  pay  is  useless  without 
the  power,  and  Germany's  power  to  pay  is,  in  the  opinion  of  His  Majesty's 
Government,  Ukely  to  be  rapidly  diminished,  and  in  the  end  extinguished 
altogether,  by  a  continuation  of  the  occupation  with  its  stranglehold  on 
the  most  important  center  of  the  most  productive  and  the  most  highly 
and  delicately  organized  of  German  industries. 

38.  The  parallel  which  the  French  Government  seek  to  draw  with 
German  action  in  1871  can  hardly  be  sustained.  It  is  true  that  Germany 
refused  to  quit  the  French  departments  which  she  occupied  with  her 
forces  until  the  indemnity  of  5  milliards  had  been  paid.  But  this  oc- 
cupation was  expressly  provided  for  by  the  preliminaries  of  peace  of 
1871.  No  similar  authority  can  be  cited  in  the  case  of  the  Ruhr,  and 
the  real  analogy  in  the  present  case  is  the  occupation  of  the  left  bank 
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of  the  Rhine  as  provided  for  by  the  treaty,  and  from  this  no  one  has 
proposed  to  depart. 

39.  Further,  it  may  be  pointed  out  that  the  recovery  after  the  short 
campaign  of  1870-71  of  an  indemnity  equivalent  to  4  mUliards  of  gold 
marks— (a  considerable  percentage  of  which  could  be  immediately  covered 
m  gold,  and  against  which  credit  was  given  for  the  value  of  property  in 
ceded  territories,  involving  no  actual  expenditure  by  France  beyond 
mternal  payments  in  compensation  for  the  interests  of  French  nationals 
dispossessed)— is  not  really  comparable  to  the  enforcement  of  a  thu-tj^- 
threefold  claim  against  a  country  financially  exhausted  by  four  years  of 
strenuous  warfare  and  blockade.  The  ease  with  which  the  indemnity 
imposed  in  1871  was  paid  was  largely  the  result  of  the  credit  facilities 
which  France  was  able  to  obtain.  Germany  has,  on  the  other  hand, 
suffered  from  a  complete  inabQity  to  obtain  foreign  loans,  arismg  to  a 
large  extent  from  the  long  period  which  elapsed  before  her  reparation 
liabilities  were  defined,  and  the  worldwide  uncertainty  as  to  her  ability 
to  discharge  them.  Yet,  in  spite  of  this,  it  is  fair  to"  state,  though  His 
Majesty's  Government  are  by  no  means  satisfied  with  the  performance, 
that  Germany  has  in  fact  paid  in  respect  of  reparations  and  the  cost 
of  the  armies  of  occupation,  more  than  twice  the  amount  exacted  from 
France  in  1871,  as  well  as  considerable  sums  in  connection  with  the  clear- 
ing offices  and  miscellaneous  treaty  obligations. 

40.  The  French  Government  are  in  error  in  attributing  to  His  Majesty's 
Government  the  suggestion  that  simultaneously  with  the  advice  to  be 
given  to  Germany  to  abandon  passive  resistance,  the  Ruhr  must  be  made 
to  return  to  normal  conditions  of  production.  The  suggestion  made  in 
the  British  note  of  July  20  was  that  proposals  should  be  made  for  the 
restoration  of  the  Ruhr  to  that  condition  which  will  enable  it  to  become 
an  area  of  fruitful  production,  rather  than  one  of  international  strife. 
His  Majesty's  Government  confess  to  a  sense  of  surprise  and  disappoint- 
ment at  the  difficulties  apparently  felt  by  the  French  and  Belgian  Govern- 
ments in  agreeing  to  so  reasonable  and  so  advantageous  a  proceeding. 


Period  of  Occupation. 

41.  Although,  in  words  of  some  vagueness,  it  is  intimated  that  France 
and  Belgium  may,  when  satisfied  that  passive  resistance  has  ceased,  con- 
sult together  as  to  how  far  they  may  find  it  possible  to  lighten  the  burden 
which  the  military  occupation  of  the  Ruhr  lays  on  the  region,  nothing 
tangible  is  suggested  which  would  hold  out  any  hope  of  the  occupation 
being  brought  to  an  end,  even  when  the  avowed  object  of  breaking  Ger- 
many's will  to  resist  has  been  attained. 

42.  His  Majesty's  Government  believed  that  they  were  showing  the 
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fullest  consideration  for  the  position  of  France  and  Belgium,  as  weU  as 
hisuring  the  more  effective  guaranty  of  continued  and  steady  payment^, 
when  thev  suggested  that  the  occupation  would  naturaUy  terminate 
from  the  moment  that  guaranties  or  pledges,  less  economically  harmful 
and  more  effectivelv  productive,  than  the  occupation  of  the  Ruhr  shou  d 
have  been  not  merely  deN-ised  and  obtained,  but  seen  to  be  satisfactorily 

°^43^^E?en  this  suggestion  is  met  by  a  definite  refusal.  Both  the  French 
and  the  Belgian  Governments  emphaticaUy  declare  that  there  can  be 
no  question  of  evacuation  except  in  proportion  as  payments  are  made 
by  the  German  Government.  Complete  evacuation  is  apparently  not 
contemplated  until  the  total  German  reparation  liability  is  mtegrally 
discharged.  The  reiterated  announcements  to  this  effect,  coupled  with 
the  insistence  on  lea^^ng  undiminished  the  total  of  132  miUiards  of  German 
indebtedness  under  the  head  of  reparations,  can  only  be  interpreted  as 
an  intention  to  remain  in  occupation  of  the  Ruhr  for  a  number  of  years, 
which,  at  best,  can  not  be  less  than  36  (this  being  the  muaimum  period 
over  which  the  discharge  of  the  debt  is  spread  under  the  Schedule  of 
Payments)  and  which,  in  view  of  the  generally  admitted  improbabihty 
of  the  complete  execution  of  the  schedule  being  found  practicable  under 
any  circumstances,  may  be  extended  indefinitely,  if  not  in  perpetuity. 

U.  Such  a  situation,  of  which  the  poUtical,  quite  apart  from  the  eco- 
nomic, consequences  could  only  be  described  as  disastrous,  can  not  but 
be  viewed  by  His  Majesty's  Government  with  the  greatest  concern. 
It  would  vividly  conjure  up  the  danger  of  international  relations  being 
affected  Ln  a  manner  threatening — to  use  the  words  of  the  11th  article 
of  the  Covenant  of  the  League  of  Nations— to  disturb  international 
peace  and  the  good  understanding  between  nations  upon  which  peace 
depends.  His  Majesty's  Government  can  not  beheve  that  the  French 
and  Belgian  Governments  will  be  able  to  reconcile  the  opinion  of  the 
world  to  the  indefinite  maintenance  of  so  perilous  a  situation. 

45.  As  it  is,  the  occupation  of  the  Ruhr  is  already  having  directly  and 
indirectly  a  grave  effect  on  the  economic  and  industrial  outlook,  not 
only  in  Germany,  whose  capacity  to  pay  reparations  is  rendered  more 
and  more  precarious,  but  in  the  rest  of  Europe,  if  not  the  world,  and  not 
least  in  this  country. 

IXTERALLIED  INDEBTEDNESS. 

46.  In  their  note  of  July  20  His  Majesty's  Government  further  pro- 
posed that  in  order  to  arrive  at  a  comprehensive  plan  for  a  general  and 
final  financial  settlement,  interallied  discussions  should  be  opened  with 
as  little  delay  as  possible.  The  Belgian  Government  reply  that  they 
will  be  glad  to  discuss  such  a  plan  if  it  be  of  the  character  that  they  have 
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predicated  in  their  note.  The  French  Government,  while  questioning 
the  propriety  and  apparently  the  legality  of  the  suggestion,  asks  what 
exactly  it  means  and  whether  it  will  include  the  question  of  mterallied 
debts.  His  Majesty's  Government  gladly  avail  themselves  of  this  op- 
portunity to  explain  their  attitude  on  this  subject.  I  have  accordingly  the 
honor  to  inclose  a  separate  memorandum  upon  it.  The  main  principle 
of  the  British  scheme  is  that  Great  Britain  is  ready,  subject  to  the  just 
claims  of  other  parts  of  the  Empire,  to  limit  her  demands  for  payment 
by  the  Allies  and  by  Germany  together  to  a  net  sum  approximating 
14.2  milliards  of  gold  marks,  this  sum  representing  the  present  value 
of  the  recently  funded  British  debt  to  the  United  States  Government. 
The  concessions  which  His  Majesty's  Government  may  be  able  to  offer 
in  respect  of  interallied  debts  must  accordingly  depend  largely  on  the 
percentage  of  this  sum  of  14.2  milliards  which  they  can  recover  from 
Germany.  They  can  only  be  granted  in  a  substantive  form  when  the 
general  reparation  settlement  for  which  His  Majesty's  Government 
are  pressmg  has  been  agreed  upon,  and  is  such  that  His  Majesty's  Govern- 
ment can  regard  their  share  of  the  German  payments  as  an  asset  of 
real  financial  value. 

47.  To  this  end  the  first  step  must  be  to  fix  the  maximum  sum  which 
the  Allies  can  reasonably  hope  to  recover  from  Germany,  to  be  followed, 
or  accompanied,  by  arrangements  which  will  insure  the  effective  re- 
establishment  of  Germany's  finances  and  credit  on  a  sound  basis,  and 
will  guarantee  the  punctual  payment  of  the  German  debt  by  a  system 
of  control  free  from  the  economically  unsound  impediments  inherent 
in  the  military  occupation  of  the  Ruhr. 

48.  In  the  last  paragraph  of  their  letter.  His  Majesty's  Government 
offered  to  discuss  sympathetically  the  question  of  future  security  with 
their  Allies.  The  Belgian  Government  warmly  welcome  this  offer. 
They  will  not,  however,  have  failed  to  notice  the  remark  of  the  French 
Government  that  the  object  has  nothing  to  do  with  the  Ruhr,  and  the 
consequent  further  postponement  of  the  discussion  to  an  unnamed  date 
in  the  future.  The  Belgian  Government  will  recollect  from  the  discussions 
of  1922  that  His  Majesty's  Government  are  not  prepared  to  enter  into 
any  arrangement  respecting  the  territorial  security  of  Belgium  apart 
from  a  similar  arrangement  in  regard  to  France.  Having  regard  to  the 
now  declared  LndifTereuce  of  the  French  Government,  no  useful  purpose 
can  be  served  by  pursuing  the  matter. 
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Bbitish  Abgument  Summakized. 
49.  The  argument  which  has  been  put  forward  in  this  note  may  be 

'"T  H^IS^fvTooverament  have  at  no  time  contemplated  and  do 
nofnow  contemp  ate  that  Germany  shaU  be  reUeved  from  aU  reparation 
not  now  con      F         determined  that  Germany  shall  pay,  up  to  the 
Sl  oUefci*.  .he  reparation  .„  -^oh  ««at  Brit.^  e<,ua% 
with  the  other  aUied  powers,  is  entitled,  and  which  i=  ^fded  to  make 
good  Se  lo^es  sustained  by  this  country  in  common  with  her  -\Uies. 
'  51   ^\-hat  Germanv's  maximum  capacity  for  payment  may  be  is  a 
matter  wWch  shouldbe  determined  by  impartial  mquiry  mto  the  facts. 
Ittn  not  be  ascertained  by  casting  up  the  amounts  which  Germany  s 
c  eStors  would  like  to  receive.    To  ask  for  more  than  Germany  .  max- 
imum capacity  can  not  assist  in  the  actual  recovery  of  ^epara  on..  It 
can  onlv  destrov  the  assets  which  Germany  can  offer  to  the  -\lhe..  To 
J^ce  liquidation  is  not  the  most  profitable  way  of  makmg  recovery 
from  a  debtor  with  resources.  ,  ^    ^-  i  \t 

59  It  is  admitted  that  Germany  can  only  make  substantial  paj  ments  if, 
bv  the  restoration  of  her  public  finance  and  a  stabilization  of  her  currency, 
a"  surplus  is  made  avaUable  for  reparation  on  her  budget,  ^ioreover, 
this  surplus  must  be  in  a  form  in  which  it  can  be  made  available  for 
external  pa^•ments,  over  the  foreign  exchanges.  External  debts  can 
not  be  paidbv  the  collection  of  depreciating  paper  marks,  in  the  view 
of  His  Majestv's  Government  forcible  interference  with  the  economic 
life  of  Germanv,  even  if  it  be  consistent  with  the  terms  of  the  treaty  of 
Versailles,  can  not  assist  in  the  necessary  restoration.  Not  only  will  it 
prevent  the  reahzation  of  any  surplus  for  reparation,  but,  by  mtensif  jTng 
the  disorder  of  German  finance  and  currency,  it  wiU  have  the  gravest 

reactions  on  trade.  j  .    r  -i 

53.  His  Majestv's  Government,  therefore,  regard  as  doomed  to  failure 
the  method  pursued  by  the  French  and  Belgian  Governments  to  secure 
reparations.  In  spite  of  wholesale  seizures,  the  occupation  of  the  Ruhr 
by  France  and  Belgium  has  produced,  at  great  cost,  less  receipts  for  the 
AUies,  notablv  of  coal  and  coke,  than  were  forthcoming  in  the  previous 
year.  Moreover.  His  Majesty's  Government  feel  that  the  resulting  situa- 
tion involves  great  and  growing  danger  to  the  peaceful  trade  of  the  world 
and,  not  least,  of  this  country.  His  Majesty's  Government  regard  a  con- 
tinuance of  the  present  position  as  fraught  with  the  gravest  risks,  both 
economic  and  poUtical.  They  consider  the  unpartial  fixation  of  Ger- 
many's liability  at  a  figure  not  inconsistent  with  her  practical  power  of 
making  payment  a  matter  of  great  urgency;  and  they  have  suggested 
what  appears  to  them  to  be  an  appropriate  means  to  this  end. 

5-t.  When  steps  have  thus  been  taken  to  ascertain  the  real  value  of  the 
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asset  represented  by  German  reparations,  and  to  secure  its  realization 
without  further  depreciation,  His  Majesty's  Government  wiU  be  ready  to 
deal  as  generously  as  circumstances  permit,  and  in  the  light  of  their  re- 
spective capacity  to  pay,  with  the  debts  due  to  Great  Britain  by  her 
Allies.  They  can  not,  having  regard  to  the  heavy  material  losses  of  this 
country,  both  during  and  since  the  war,  and  to  the  future  tax  burdens  on 
its  trade,  admit  that  other  countries  are  justified  in  claiming  that  the 
agreed  percentages  of  reparation  payments  should  now  be  further  modi- 
fied or  changed  in  order  of  priority.  But  they  remain  prepared  to  ask  for 
no  more  m  respect  of  the  very  large  sums  due  by  their  Allies  than  will, 
together  with  reparation  payments  by  Germany,  meet  the  British  war 
debt  to  the  United  States  Government.  Their  policy  in  this  matter  is 
stated  in  the  British  proposal  laid  by  IVIr.  Bonar  Law  before  the  Paris  con- 
ference in  J anuary  last,  and  has  not  changed.  It  means  that  Great  Britain 
would  be  prepared  to  waive,  in  the  interest  of  a  complete  general  settle- 
ment, a  very  large  part  of  the  amount  for  which  the  British  taxpayer  holds 
the  due  obligations  of  allied  Governments. 

55.  It  is  the  hope  of  His  Majesty's  Government  that  the  above  explana- 
tions win  convince  the  French  and  Belgian  Governments  of  the  reason- 
ableness of  the  British  position,  and  wiU  win  their  assent  to  its  acceptance. 
They  are  reluctant  to  contemplate  the  possibility  that  separate  action 
may  be  required  in  order  to  hasten  a  settlement  which  can  not  be  much 
longer  delayed  without  the  gravest  consequences  to  the  recovery  of  trade 
and  the  peace  of  the  world. 


Memorandum  on  Interalxied  Debts. 

1.  It  is  in  the  opinion  of  His  Majesty's  Government  hopeless  to  deal 
satisfactorily  with  the  question  of  interallied  debts  until  a  better  estimate 
is  made  of  the  amounts  which  Great  Britain,  on  the  one  hand,  and  her 
Allies,  on  the  other,  are  likely  in  fact  to  be  able  to  recover  from  Germany 
for  reparations. 

2.  His  Majesty's  Government  adhere  to  the  policy,  which  their  predeces- 
sors have  formally  announced,  of  limiting  Great  Britain's  total  claim 
against  her  allied  debtors  and  Germany'  together  to  the  amount  necessary 
to  cover  the  British  debt  to  the  United  States  Government,  which,  as 
recently  funded,  may  be  taken  to  be  represented,  on  a  5%  basis,  by  a 
sum  of  14.2  milliards  of  gold  marks,  present  value.  This  basis  is  already 
exceedingly'  favorable  to  the  Allies  as  the  British  debt  to  the  United  States 
Government  can  not  be  redeemed  on  such  favorable  terms. 

3.  This  offer,  in  effect,  means  that  Great  Britain  (whose  material  war 
damages  were  not  less  than  one-third  of  those  suffered  by  France)  is 
content  to  forego  her  rights  to  reparation  under  aU  heads,  and  to  treat 
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her  own  share  of  the  German  payments  as  if  it  were  a  reimbursement 
bv  her  AUies  of  their  debts  to  her.  ,     .  „•         ,  n 

'4  Nav  the  total  amount  for  which  she  asks  from  the  -\Ihes  and  Ger- 
manv  together  is,  in  fact,  less  than  the  amount  of  the  allied  debts,  bemg 
limited  to  the  total  of  the  British  debt  to  the  United  States  Government 
without  regard  either  to  loans  raised  by  Great  Britain  in  the  open  American 
market  or  to  the  value  of  the  American  securities  (estimated  at 
£700  000,000  to  £800,000,000)  used  to  finance  the  allied  cause  m  America 
before  the  entrv  of  the  United  States  into  the  war,  the  loss  of  which, 
from  the  economic  point  of  view,  is  the  equivalent  of  the  contracting 
of  an  equal  amount  of  foreign  debt. 

5.  Of  the  sum  of  14.2  milliard  gold  marks,  Great  Bntam  is  anxious 
to  recover  as  large  a  percentage  as  possible  from  Germany,  in  order 
to  be  able  to  offer  the  maximum  concessions  feasible  in  regard  to  interallied 
debts.  But  it  is  not  possible  for  her  to  grant  such  concessions  in  a  sub- 
stantive form  unless  and  until  such  a  reparation  settlement  has  been 
arrived  at  as  wiU  enable  her  to  regard  her  share  of  the  German  payments 
as  an  asset  of  real  financial  value.  His  Majesty's  Government  greatly 
fear  that  a  persistence  in  the  policy  indicated  in  the  French  note  will 
make  the  prospects  of  such  a  settlement  remote. 

6.  The  only  practical  manner  in  which,  in  the  opinion  of  His  Majesty's 
Government,"  the  question  of  interallied  debts  can  now  be  approached, 
is  for  the  Allies  to  agree  in  the  first  instance  upon  the  maximum  sum 
which  they  can  reasonably  hope  to  recover  from  Germany.  When 
such  an  agreement  has  been  arrived  at.  His  Majesty's  Government  will 
be  prepared  (pro\-ided  that  the  settlement  is  such  as  to  make  the  German 
obligation  a  reasonably  good  asset)  to  write  down,  with  due  regard  to 
the  different  circumstances  of  the  respective  debtors,  the  allied  debts 
owing  to  them,  to  an  amount  representing  the  difference  between  the 
British  share  of  the  re\-ised  German  obligation  and  the  British  debt  of 
14.2  milliards  to  the  United  States  Government,  and  even  to  consider 
accepting  pa\Tnent  of  the  aUied  debts  so  reduced  in  the  form  of  the  new 
German  obligations  on  the  principles  laid  down  in  the  plan  presented 
by  Mr.  Bonar  Law  at  the  Paris  conference  in  January  last. 

7.  They  can  not,  however,  conceal  from  the  French  Government  the 
fact  that  this  latter  suggestion  is  less  attractive  to  them  than  it  was  then, 
since  the  deterioration  in  the  financial  prospects  of  Germany,  resulting, 
as  they  hold,  from  the  unwise  policy  pursued  by  the  French  and  Belgian 
Governments,  has  made  the  security  represented  by  German  reparation 
bonds  much  more  precarious  (even  if  the  total  obligations  should  be 
reduced  below  the  figure  contemplated  by  His  Majesty's  Government 
seven  months  ago). 

8.  His  Majesty's  Government  feel  bound  to  observe  in  this  connection 
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that  the  •nillmgness  which  they  and  their  predecessors  have  shoMTi  to 
discuss  with  the  French  Government  arrangements  under  which  the 
burden  of  the  French  debt  to  Great  Britain  might  be  mitigated  must  not 
be  interpreted  as  a  waiver  on  their  part  of  their  rights  as  creditors,  which 
are  governed  solely  by  the  contracts  under  which  the  money  was  advanced 
and  the  securities  which  they  hold. 

9.  That  a  French  Government  treasury  bill  given  to  the  British  Govern- 
ment for  value  received  is  a  less  binding  obligation  than  a  similar  bill 
given  to  a  private  investor  is  a  doctrine  inadmissible  both  in  itself  and 
more  especially  in  view  of  the  circumstances  in  which  these  particular 
loans  were  contracted. 

10.  The  normal  course  would  have  been  for  the  French  Government 
to  appeal  directly  to  the  British  investor  for  the  accommodation  it  re- 
quired, and  that  procedure  was  in  fact  adopted  for  a  short  period  at  the 
commencement  of  the  war.  It  soon  became  apparent,  however,  that  the 
French  Government  would  be  unable  to  raise  on  its  own  credit  amounts 
sufficient  to  meet  its  sterling  requirements,  and  the  British  Government 
stepped  in  and  gave  its  own  seciu-ities  to  the  lender  for  the  amounts  raised 
to  cover  French  requirements  as  well  as  British.  By  this  means  the 
French  Government  were  able  to  borrow  indirectly  from  British  lenders 
both  on  less  onerous  terms  and  to  a  larger  amount  than  would  have  been 
possible  if  the  normal  procedure  had  been  followed.  The  payments  due 
on  the  French  treasury  bills  thus  represent  amounts  which  the  British 
Treasiu-y  is  in  fact  paying  to  the  holders  of  securities  issued  on  behalf  of 
the  French  Treasury  of  which  the  French  Treasury  received  the  proceeds. 

11.  There  was  no  suggestion  when  the  loans  were  made  that  the  repay- 
ment should  be  dependent  on  recoveries  from  Germany.  Indeed,  during 
the  greater  part  of  the  period  covered  by  the  advances,  the  prospects  of 
any  such  recoveries  were  highly  problematical.  The  bills  were  made 
subject  to  renewal  for  a  limited  period  only  after  the  end  of  the  war, 
with  the  clear  intention  that  as  soon  as  French  credit  was  sufficiently 
re-established  they  should  be  redeemed  out  of  French  Government  loans 
to  be  raised  on  the  London  market,  the  redemption  money  being  applied 
to  the  cancellation  of  the  British  securities  issued  on  French  account. 

12.  "\Miile  His  Majesty's  Government  have,  by  continumg  to  renew 
the  bills  beyond  the  period  of  the  contract,  tacitly  recognized  that  the 
time  has  not  yet  arrived  for  giving  effect  to  this  intention,  it  must  be 
clearly  understood  that,  in  the  absence  of  a  new  agreement,  the  carrying 
out  of  it  remains  an  obligation  of  the  French  Government  which  can  not 
honorably  be  repudiated,  and  that,  in  the  meantime,  the  present  practice 
of  adding  interest  to  capital  can  not  be  mdefinitely  continued,  and  that  a 
commencement  of  payment  of  at  any  rate  a  part  of  the  interest  should  be 
made  as  soon  as  the  sterlmg-franc  exchange  becomes  reasonably  stable. 
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6.   Frexch  Detailed  Reply^ 
(Annex  to  French  note  of  August  20.  1923.) 
1  We  regret  not  to  be  able  to  understand  the  British  disappomtment 
His  Maiertv's  Government  has  been  for  a  long  time  mformed  of  our 
.  e^7i£  inter  alia,  in  the  Yellow  Book,  the  conversations  of  M  de  St. 
\7al    and  our  two  notes).    Unfortunately,  we  have  not  up  to  now 
"realized  the  effort  which  the  British  Government  say  they  have  made  m 
ordeTto  come  nearer  the  French  views,  that  is  the  normal  carrymg  out 
of  the  treaty  of  Versailles,  but  we  are  convinced  that  their  good  will  and 
our  own  wlU  shortly  be  in  harmony.  . 

«  There  are  not  oMv  the  two  obstacles  referred  to.  There  is  aLo  our 
determination  stated  over  and  over  agam,  not  to  relinquish  one  far  hing 
of  our  reparation  claims,  which  are  sacred  and  unhie  any  other  claim. 
There  is,  besides,  our  determination  not  to  release  the  guaranty  we  now 
hold  before  we  obtain  the  entire  payment  of  reparations. 

3  The  British  draft  replv  to  the  German  note  took  no  account  of  what 
was  considered  as  essential  by  France.  We  said  that  if  any  reply  was 
sent  to  Germanv,  it  had,  in  our  opinion,  to  deal  only  with  the  cessation 
of  passive  resistance,  a  preliminary  and  predominant  question. 

4.  The  French  replv,  though  firm,  was  as  courteous  m  substance  as  m 
tone.  We  are  sorry  to  see  that,  though  very  courteous  also  m  tone,  the 
British  reply  is  at  bottom  not  very  concihatory,  but  we  shall  do  our 
utmost  to  remove  the  misunderstanding. 

5.  It  did  not  depend  upon  us  to  assist  the  British  Government  m  pro- 
ceeding along  the  diplomatic  lines  they  themselves  started  upon,  mstead 
of  resorting  to  publication.  We  think  the  former  method  would  have 
proved  far  preferable. 

6.  The  British  Government  gives  us  to  understand  they  have  taken 
into  consideration  our  point  of  view.  Their  note  of  July  20  seems,  how- 
ever, to  take  no  account  of  all  the  statements  made  by  the  French  Govern- 
ment at  the  last  London  and  Paris  meetings  and  of  all  that  the  French 
ambassador  was  directed  to  explain  to  His  Majesty's  principal  secretary 
of  state  for  foreign  affairs. 

7.  If  our  response  has  disappointed  the  British  Government,  it  is  be- 
cause the  note  of  July  20  held  our  statements  as  null  and  void.  We  had 
to  repeat  them  and  to  make  them  more  precise  in  our  note  of  July  30. 

8.  It  is  for  our  Belgian  friends  and  allies  to  give  a  special  reply  on  this 
point. 

'The  note  itself  was  a  lengthy  argumentative  re\-iew  of  reparation  history.  The 
whole  document  has  been  translated  and  published  in  English  under  the  title 
"Reply  of  the  French  Government  to  the  Note  of  the  British  Government  of  August 
11,  1923,  relating  to  Reparations." 
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9.  We  could  not  refer  to  the  draft  letter  attached  to  the  British  note  of 
July  20,  as  the  wording  of  this  draft  showed  that  no  notice  had  been  taken 
of  our  previous  indications.  We  had  to  confine  ourselves  to  once  more 
throwing  light  on  the  fundamental  principles  about  which,  in  our  opinion, 
no  discussion  can  be  allowed  to  take  place. 

10.  We  leave  the  Belgian  Government  to  answer  this  point. 

11.  We  confess  our  inability  to  understand  the  reasons  brought  forward 
in  the  British  note  on  the  capacity  of  payment  of  a  country.  The  present 
German  capacity  of  payment  is  naught,  as  a  result  of  the  Reich's  own  will. 
Any  estimate  by  experts  would  prove  useless.  Do  the  British  Cabinet 
wish  to  cancel  the  German  debt  on  the  plea  that  Germany's  capacity  to 
pay  is  temporarily  reduced  to  nil?  Is  that  the  conclusion  it  has  reached.'' 

12.  We  said  that  the  German  debt  had  been  fixed  under  the  treaty, 
by  the  Reparation  Commission.  We  added  that  we  upheld  the  whole  of 
oiu-  claim  against  Germany,  but  that  we  were  prepared  to  give  up  such 
part  of  it  as  would  correspond  to  those  of  our  war  debts  which  would  be 
cancelled. 

13.  According  to  the  resolution  taken  by  the  Reparation  Commission 
under  the  treaty,  the  amount  of  the  German  debt  is  132  milliards.  The 
present  value  of  this  amount  can  not  be  expressed,  since  the  payment 
of  the  most  important  part  of  it  (the  C  Bonds)  is  postponed  to  an  indefinite 
date. 

The  estimate  made  by  M.  Bokanowski  is  but  a  proof  of  the  very  serious 
wrong  already  inflicted  on  us  by  the  Schedule  of  Payments,  reducing  the 
present  value  of  the  German  debt  to  a  figure  far  below  the  theoretical  one. 
The  calculation  of  the  honorable  member  of  the  French  Parhament 
likewise  proves  that  it  is  possible,  without  reducing  the  amount  in  prin- 
cipal of  the  German  debt,  to  lighten  the  payment  by  complying  with 
the  procedure  stated  in  Art.  234  of  the  treaty.  The  moratoria  successively 
granted  to  Germany  since  1921  have  still  further  reduced  the  present 
value  of  this  debt.    It  is  therefore  needless  to  overthrow  the  treaty. 

We  leave  it  to  Belgium  to  reply  about  the  priority  that  was  granted 
to  her.  But  France  can  not  forget  that  Belgian  territory  was  the  first  to 
be  invaded  by  Germany  and  that  it  is  this  criminal  violation  of  the  liberty 
and  rights  of  a  small  and  gallant  country  that  gave  the  war  its  real  signifi- 
cance. 

Denies  Agreeing  to  Reduction 

14.  France  never  reasoned  solely  in  her  own  interest,  as  is  implied 
without  any  justification. 

She  never  said  she  would  be  content  to  receive  34  milliards.  Our  claim 
as  theoretically  fixed,  amounts  to  68  milliards;  our  theoretical  debts, 
subject  to  the  adjustments  that  will  have  to  take  place,  vary  between  25 
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and  27  mUliards.   These  are  the  figures  to  be  set  agamst  each  other  and 

not  those  of  34  and  27.  ^    i    c  u  a  ^^  r.( 

Our  claims  on  Germany  have  been  made  the  subject  of  a  Schedule  of 
Payments  which  has  reduced  them  to  .r  miUiards.i  but  our  debts  have 
not  been  the  subject  of  any  arrangement  and  we  can  not  expect  less  from 
our  AUies  than  has  been  granted  to  Germany.  Has  not  the  i^nglj^ti 
debt  to  the  United  States  been  made  the  subject  of  an  arrangement  which 
has  reduced  its  actual  value  some  30%?  The  calculations  m  par.  14 
therefore,  paint  the  situation  to  public  opinion  m  unconsciously  mexact 

'^"iT  Here  again  it  is  for  Belgium  to  reply.  The  British  Cabinet  quotes 
the  destruction  of  naval  material  which  is  as  much  a  material  loss  as  the 
lo^s  of  merchandise.  But  has  not  the  British  fleet  been  reconstructed 
and  its  German  rival  destroyed,  or  only  reconstituted  by  means  of  ships 
sold  bv  England?  ^^^lereas  the  factories  and  mines  of  France  have  not 
yet  been  restored  to  a  prewar  footmg,  while  all  the  time  German  industry 
is  in  full  blast. 

16.  This  is  a  question  which  concerns  Belgium. 

17.  It  was  not  France  who  asked  that  the  percentages  should  be 
modified.  She  does  not  deny,  moreover,  that  England  has  made  an 
enormous  effort  to  re-estabhsh  her  finances  and  to  pay  her  debts.  e 
should  no  doubt  have  been  able  to  do  the  same  had  we  not  had  our  dev- 
astated regions,  which  we  have  had  to  reconstruct  ourselves  at  a  cost  and 
sacrifice  very  much  more  considerable  than  that  made  by  England. 

The  English  have  had  to  surrender  their  foreign  securities  in  the  interests 
of  their  AUies.  But  did  we  not  do  the  same,  and  were  not  the  sums  we 
surrendered  as  great,  if  not  greater? 

18.  It  was  England  who  invited  us  to  put  questions  to  her  by  speaking 
to  us  in  vague  and  almost  incomprehensible  terms  of  a  commission  of 
impartial  experts.  And  she  has  not  replied  to  these  questions.  She  does 
nothing  but  repeat,  d  propos  of  Germany's  capacity  of  payment,  state- 
ments the  illusory  character  of  which  we  have  already  shown. 

19.  Once  again  we  ask  that  Art.  234  should  be  applied.  Nothing 
proves  better  than  Mr.  Bokanowski's  estimates  how  much  lighter  the 
burden  of  the  debt  can  be  made  by  "echelonning"  pajments  without 
ha\-ing  to  call  in  question  the  total  of  the  debt.  It  is  part  of  the  duties 
of  the  Reparation  Commission  to  proceed  from  time  to  time  to  determine 
Germany's  capacity  of  payment,  to  follow  the  changes  therein,  and  to 
"echelon"  the  payments  in  accordance  therewith. 

'By  the  Spa  agreement  France  receives  52%  of  German  reparation.  The  value 
of  this  percentage  on  Series  A  and  B  bonds  is  26,000,000,000  gold  marks.  The 
same  percentage  of  Series  C  bonds  would  be  42,640,000,000  gold  marks.  The 
uncertainty  seems  to  arise  from  the  fact  that  Austrian,  Bulgarian  and  Hungarian 
reparation  are  chargeable  against  Series  C  bonds  in  proportions  not  identical  with 
those  of  the  Spa  agreement. — Editor. 
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20.  No  observations. 

21.  If  on  the  morrow  of  the  war  and  relying  on  pre-war  statistics,  esti- 
mates of  Germany's  capacity  to  pay  varied  between  60  and  800  milliards, 
how  is  it  possible  to  arrive  at  a  more  precise  estimate  in  the  midst  of  the 
existing  economic  chaos,  and  at  a  moment  when  Germany  systematically 
conceals  the  truth  and  falsifies  all  statistics?  The  five  years  which 
have  just  elapsed,  far  from  rendering  possible  a  definite  estimate  of 
Germany's  capacity  to  pay,  have  shown  that  any  such  inquiry  would 
have  the  most  unreUable  results. 

The  estimate  of  120  milhards  of  gold  marks  mentioned  in  our  note 
can  be  found  in  the  chapter  headed  "Reparations"  WTitten  by  Mr.  Lamont 
and  inserted  in  Colonel  House's  book  "I^Tiat  Really  Happened  at  Paris 
in  1918."    (Traduction  Payot,  Paris,  1922.) 

22.  The  London  Cabinet  admits  that  unanimity  is  necessary  among 
the  Governments  before  the  German  debt  can  be  reduced.  We  have 
stated  quite  plainly  that  this  unanimity  does  not  exist.  We  can  not 
agree  to  abandon  any  part  of  the  claim,  payment  of  which  is  vital  for 
France;  we  know  that  Germany  is  and  will  always  be  rich  enough  to 
pay  us;  all  that  is  required  is  that  she  should  wish  to  do  so.  She  is  spend- 
ing more  to-day  in  resisting  us  than  she  would  have  to  spend  in  meeting 
her  obhgations. 

The  British  note  alludes  to  the  interests  of  Governments  not  represented 
on  the  Commission,  interests  which  France  might  neglect.  France 
has  no  need  to  be  reminded  of  her  duties  toward  other  nations.  She 
has  never  forgotten  them.  But  if  certain  countries  at  the  present 
moment  are  suffering  in  any  respect,  it  is  owing  to  the  situation  into 
which  Germany  has  voluntarily  plunged  the  world  and  to  which  we  are 
endeavoring  to  put  an  end. 

23.  Either  this  commission  of  experts  is  the  Reparation  Commission 
itself  and  its  agents;  in  which  case  why  all  this  discussion.''  Or  else  it 
is  a  substitute  for  the  Reparation  Commission,  and  then  it  is  contrary 
to  the  treaty. 

The  Expert  Comnssiox 

24.  W^e  fear,  alas!  that  this  paragraph  contains  the  whole  secret  of  the 
program  of  the  British  Government,  and  that  it  reveals  the  real  significance 
of  the  adjective  "impartial"  which  the  London  Cabinet  continue  to  add 
to  the  word  "experts."  Impartial  experts  are  desired;  the  inference 
being  that  the  Reparation  Commission  as  at  present  composed  is  con- 
sidered to  be  partial.  It  is  forgotten  that  France  alone  has  the  right, 
by  virtue  of  the  Spa  Agreement,  to  52%  of  the  German  debt. 

It  is  worth  adding  that  in  actual  fact  the  French  chairman  of  the 
Reparation  Commission  has  only  once  had  an  occasion  to  make  use  of 


WOKLD  PEACE  FOTINDATIOI^ 


293 


his  casting  vote,  and  that  was  in  connection  with  a  Hungarian  and  not  a 

^inXtnothingelsetoproposeontMspointtotheB^^^^ 
ment  except  respect  for  the  treaty  and  the  maintenance  of  the  commi..ion 
S  up  thereunder.    The  constitution  of  an  mternational  comm^sion 
would  be  a  negation  of  the  treaty  signed  by  England  as  by  all  the  other 

'^a^The  first  suggestion  would  mean  the  complete  supersession  of  the 
Reparation  Commission  and  an  open  re^-ision  of  the  treaty  of  ^  ersaiUes 
that  is  to  say,  the  solemn  and  public  throwmg  over  of  engagements  taken 
bv  the  AUies  among  themselves. 
"The  second  suggestion  would  lead  less  openly  to  the  same  result,  it 
might  weU  set  up  an  international  body  in  opposition  to  the  Reparation 
Commission,  weaken  the  authority  of  the  latter,  and  create  two  rival 

^^The'Reparation  Commission  can,  at  any  moment,  choose  experts  and 
give  them  specific  missions.  We  can  never  agree  to  a  plan  which  whUe 
pretending  to  supplv  it  with  hiformation  should  deprive  it  of  all  its  powers 
and  which  whHe  pretending  to  verify  Germany's  capacity  to  pay  should 
prejudice  the  rights  of  France. 

il.  The  doubt  which  we  have  previously  expressed  on  this  pomt 

remains.  , 
28.  The  British  argument  applies  equally  as  regards  the  relations  ot 
the  Allies  among  themselves.  Therefore,  when  we  contend  that  the 
reduction  in  our  rights  which  we  are  expected  to  accept  is  neither  just 
nor  reasonable,  we  trust  that  the  London  Cabinet  will  give  due  weight 
to  the  legitimacy  of  our  objections.  But  after  a  war  of  four  years,  in  which 
France  had  ten  departments  devastated  and  in  which  she  lost  more  than 
1,400,000  of  her  children,  is  it  possible  entirely  to  forget  the  e\-ils  com- 
mitted by  Germany,  even  though  she  has  been  conquered,  or  to  wait 
for  her  to  recognize  her  debts  with  good  grace?  When  has  she  ever  ap- 
peared disposed  to  recognize  any  figure  whatever  as  just  and  reasonable? 
And  when  she  does  say  she  recognizes  it,  what  guaranty  shall  we  have  for 
to-morrow? 

Besides,  Art.  234  and  numerous  provisions  in  Annex  11  were  specially 
inserted  in  order  to  deal  with  the  difficulties  which  might  arise  in  regard 
to  measures  which  might  exceed  Germany's  capacity  to  execute. 

29.  Again  it  must  be  stated  that  the  German  Government  has  never 
hitherto  given  any  proof  of  good  will.  "VMiy  should  it  change  in  the  face 
of  allied  benevolence?  France  has  no  more  intention  than  England  of 
humiliating  Germany,  but  she  has  no  illusions  on  the  results  of  a  weak 
policy. 


294 


WOBLD  PEACE  FOUNDATION 


GovCT^^ent^^*  ^^^^  """^  ^^^^^  P""""*  "^'^^ 

31.  The  British  Cabinet,  by  definitely  coming  out  on  the  side  of  the 
l^erman  contentions  takes  up  a  position  in  contradiction  to  that  repeatedly 
upheld  by  England  in  the  past. 

32.  We  have  no  need  to  refer  to  any  court  the  difference  of  opbion 
as  to  the  interpretation  of  par.  18.  We  have  only  to  quote  the  ophiion 
previously  expressed  by  the  British  Government  themselves. 

33.  The  assertions  contained  m  this  paragraph  are  completely 
inaccurate  If  England,  ever,  as  she  says,  thought  of  recommencing 
the  war,  i  ranee,  on  her  part,  has  never  had  any  such  idea.  She  has 
never  done  anything  but  endeavor  to  secure  the  execution  of  the  treaty 
by  those  means  which  the  treaty  places  in  her  hands. 

When  the  protocol  of  Spa  was  drawn  up  on  July  16,  1920,  it  was  cer- 
tainly with  reparations  that  it  was  concerned. 

"Vn.  If  by  November  15, 1920,  it  is  ascertained  that  the  total  deliveries 
for  August,  September,  and  October,  1920,  have  not  reached  6,000,000 
tons,  the  Allies  will  proceed  to  the  occupation  of  a  further  portion  of 
German  territory,  either  the  region  of  the  Ruhr  or  some  other." 

It  was  therefore  reparations  that  was  then  in  question,  and  even  a  par- 
ticular class  of  reparations. 

England  then  considered  the  occupation  of  the  Euhr  as  perfectly 
legitimate.  If  she  has  since  changed  her  opinion,  that  is  her  business; 
but  we,  in  1920  as  to-day,  never  wished  to  commit  an  act  of  hostility, 
and  our  position  has  always  remained  logical. 

34.  England  did  not  reason  thus  in  1920  and  1921.  No  less  than 
three  times  new  occupations  were  decided  on  by  the  Allies:  July  16,  1920, 
March  9  and  May  5,  1921.  England  associated  herself  with  these  de- 
cisions. She  was  of  opinion  then  that  par.  18  gave  the  AUies  the  absolute 
right  not  merely  to  take  economic  and  financial  sanctions  or  measures 
of  reprisal,  but  in  general  all  other  measures  which  the  respective  Govern- 
ments considered  necessary,  and  that,  moreover,  without  Germany  being 
able  to  regard  those  measures  as  hostile  acts. 

As  regards  Art.  430,  the  reply  to  the  observations  of  the  British  Govern- 
ment is  contained  on  another  page  of  this  letter. 

35.  Here,  again,  the  British  Government  attributes  to  us  an  attitude 
which  we  never  adopted.  We  never  asked  that  this  question  of  legality 
should  be  raised;  on  the  contrary,  it  was  agreed  that  it  should  be  left  in 
abeyance  (see  our  notes  and  our  Yellow  Book,  page  48,  No.  29). ^ 

^The  note  referred  to  is  dated  June  15,  and  is  a  report  by  the  French  ambassador 
at  London  to  Premier  Poincare.  This  unilateral  statement,  after  recalling  "that 
the  British  Government  has  never  admitted  our  thesis,"  concludes:  "But  the 
British  Government  in  reality  attaches  little  importance  to  this  side  of  the  question 
which  I  think  it  preferable  not  to  raise  again." 
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The  Will  to  Pat 
36.  We  did  not  go  into  the  Ruhr  thinking  to  find  there  imm^liately 
monev  for  reparations,  but  above  aU  to  arouse  m  the  German  Go^em^ 
ment'the  wiU  to  pay  and  in  order  to  secure  guararities  ha^e  said 

S  Les  without  number.  If  the  Ruhr  has  ceased  to  be  P-d-^-;^* 
is  because  of  passive  resistance.  We  were  only  ookmg  for  a  pl«ige^ 
it  was  Germany  who  voluntarily  stopped  the  exploita  ion  of  the  Ruhr 
in  order  to  deprive  us  of  the  pledge.  She  would  certamly  not  have  tak^ 
this  action  if  aU  our  -\Uies  had  been  on  our  side,  and  if  she  had  not  counted 
on  the  divisions  in  our  midst.  ^  ,       ^  . 

37  We  have  destroved  nothing  in  the  Ruhr.  Germany  s  capacity 
to  produce  is  greater  than  ever;  good  will  only  is  lacking,  which  is  required 
to  enable  Germanv  to  transform  her  capacity  of  production  mto  capacity 
of  pavment.  The  argument  of  the  British  Cabinet  attributes  to  the 
occupation  of  the  Ruhr  a  result  which  had  already  taken  place  before  the 
Ruhr  was  occ-upied;  it  must  not,  however,  be  forgotten  that  Germany 
had  pleaded  her  o^^-n  inabihty  to  pay  and  had  demanded  a  four  years 
moratorium  before  ever  we  went  iato  the  Ruhr. 

38  We  note  with  satisfaction  that  the  British  Government  do  not 
intend  to  propose  the  evacuation  of  the  Left  Bank.  But  our  occupation 
of  the  Ruhr,  carried  out  under  par.  18,  is  as  much  justified,  as  was  the 
German  occupation  of  1870. 

39.  The  war  of  1870-71  was  long  and  hard  for  France;  it  mvolved  the 
invasion  of  a  great  part  of  her  territory,  much  requisitioning,  and  many 
ruins .  This  paragraph  of  the  English  note  has  caused  a  painful  impression 
in  France. 

To-day  again,  after  a  new  invasion  and  unheard-of  devastation,  France 
has  already  been  able  to  advance  herself  100  milliards  of  francs  for  German 
account.  It  is  she  who,  in  spite  of  Germany  having  been  defeated,  has 
paid  up  to  date  the  bill  for  her  reparations,  and  even  supposing  that 
Germany  has  in  various  ways  paid  eight  milhards  since  the  war,  it  is 
not  France  which  has  been  the  gainer.  Moreover,  the  treaty  provided 
that  20  milliards  should  be  paid  before  May  1,  1921,  and  we  are  almost 
at  the  end  of  1923. 

CoilPAEISOX  WITH  1871 

In  any  case,  is  it  true  that  the  indemnity  imposed  on  Germany  is 
33  times  higher  than  that  which  was  paid  to  Germany  in  1871.'  It  is 
to  be  noted  in  the  first  place  that  besides  the  indemnity  France  had  to 
bear  after  1870  the  cost  of  upkeep  of  the  German  troops,  the  loss  of 
revenue  from  the  ceded  territories,  the  cost  of  successive  loans,  and 
that  she  paid  in  addition  her  military  pensions,  indemnities  to  depart- 
ments, communes,  the  railway  companies,  &c.    The  total  cost  was 
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seven  miUiards  in  addition  to  the  five  milliards  paid  to  Germany.  More- 
over, the  British  Cabmet  does  not  take  into  consideration  the  value  of 
fnon""'';      1,    "^crease  in  the  wealth  of  the  country  between  1870  and 
19 ZO  after  fifty  years  of  development  without  equal  m  history. 
France  was  willmg  to  pay;  Germany  is  not. 

In  1871  we  paid  the  whole  cost  of  the  war;  m  1920  Germany  refuses 
to  pay  for  the  reparation  of  what  she  wilfully  destroyed  in  order  to  put 
us  m  a  position  of  economic  inferiority  over  a  term  of  years. 

It  is  distresshig  to  realize  that  the  British  Cabinet  does  not  appreciate 
this  difiFerence  of  conduct  at  its  true  worth. 

40.  There  was  no  question  of  "proposals"  in  the  note  of  July  20,  but 
of  two  formal  conditions.  The  "proposals"  referred  only  to  the  changes 
which  we  might  make  in  the  occupation,  and  they  were  unacceptable  in 
any  case,  because  they  presupposed  evacuation  before  payment  had  been 
made. 

41.  We  have  never  been  vague,  and  we  never  said  nor  even  allowed 
it  to  be  supposed  that  we  should  abandon  our  pledge  once  resistance  had 
been  broken  and  before  complete  payment.  The  lightening  of  the 
occupation  has  been  defined  as  far  as  possible. 


Payment  Wanted 

42.  There  is  here  a  fundamental  disagreement.  The  British  Cabinet 
can  not  but  have  read  all  the  Franco-Belgian  communiquh.  We  are 
altogether  disposed,  once  resistance  has  ceased,  progressively  to  alter 
the  character  of  the  occupation  and  to  insure,  in  agreement  with  our 
AUies,  supervision  over  our  pledges,  But  we  will  not  evacuate  the  Ruhr 
in  return  for  fresh  promises;  it  is  payment  that  we  want. 

43.  It  lies  with  Germany  to  induce  us  to  leave  the  Ruhr  soon  by  setting 
herself  to  putting  her  finances  on  a  sound  basis,  to  contracting  international 
loans,  and  to  freeing  herself  by  anticipating  her  payments.  The  hope 
of  our  evacuation  should  be  to  her  a  stimulant. 

44.  We  protest  once  again  with  indignation  against  the  supposition 
that  France  is  trj'ing  to  annex  the  Ruhr  or  to  remain  there.  It  is  not  we 
who  wish  to  prolong  the  situation. 

The  British  Cabinet  threatens  us  with  an  appeal  to  the  League  of 
Nations,  as  if  there  were  the  danger  or  even  the  possibility  of  war. 

We  can  not  admit  from  any  point  of  view  that  the  question  should  be 
put  in  these  terms. 

45.  France  is  in  no  wise  responsible  for  the  economic  crisis.  It  is 
German  resistance  which  is  prolonging  a  painful  situation;  anj'thing 
which  can  be  considered  as  encouraging  German  resistance  contributes 
to  this  prolongation,  and  everything  which  does  not  discourage  this 


WORLD  PEACE  FOUNDATION 


297 


resistance  encourages  it.  Chancellor  Stresemann's  recent  speech  is 
urATproof.  Besides,  the  most  recent  statistics  published  by  the 
Sh  G^^-ernoient.  which  refer  to  the  month  of  ^^1^'  f 
the  occupation  of  the  Ruhr-that  is  to  say,  from  January  to  JuJj .  1923 
Gre^t  Britain's  exports  and  imports  exceeded  both  m  weight  and  m 
vdue  those  of  the  &st  seven  months  of  1922.  Great  Britam  s  tra^it 
trade-tlxat  is,  the  trade  which  is  of  the  most  importance  for  British 
shipping-increased  13.5%  in  comparison  with  her  re-exports  of  1924. 

Interallied  Debts 
46  We  are  glad  to  learn  at  last  the  views  of  the  British  Government 
on  the  question  of  interallied  debts,  but  we  regret  that  we  can  not  consider 
them  as  expressed  to-day  as  capable  of  being  reconciled  with  French 
interests.  It  is  verv  natural  that  England  should  try  to  recover  from 
Germanv  what  she  owes  to  the  United  States.  That  is  what  we  wish  to 
do  with'our  interaUied  debts.  But  England  says:  "I  have  promised  to 
pav  14.2  milliards  to  the  United  States.  I  wiU  demand  from  my  Alhes 
on  the  debts  thev  owe  me  what  I  do  not  obtain  from  Germany." 

Thus  it  wiU  be  the  allied  debtors  of  England  who  wUl  pay  her  what 
Germanv  does  not  pay  of  the  14.2  milliards  due  to  the  United  States. 
The  British  Cabinet  thereby  links  up  Germany  and  her  own  i\Jlies,  and 
places  war  debts  and  interallied  debts  on  the  same  footing. 

Is  it,  however,  possible  to  mix  up  the  sums  which  the  Allies  spent  to 
win  the  war  with  those  which  Germany  owes  for  having  ravaged  our 
territories  ?  Every  pound  and  every  dollar  which  France  owes  to  England 
or  the  United  States  represents  a  saving  of  allied  blood.  The  gold  marks 
of  Germany  represent  an  expenditure  of  allied  blood. 

We  can  not  moreover  refrain  from  calling  attention  to  a  curious  coin- 
cidence; the  14  milliards  to  which  Great  Britain  appears  to  limit  her 
claim  against  Germany  represents  exactly  England's  percentage  (22%) 
on  the  65  milliards  of  gold  marks  which  the  British  Cabinet  consider  the 
present  value  of  the  German  debt  (see  paragraph  13  of  her  note).  On  the 
other  hand,  the  interest  on  the  German  debt  is  at  5%,  while  that  on  the 
English  debt  to  the  United  States  has  been  fixed  at  3%  to  begin  with, 
and  314%  later  on.  The  result  is  that  the  annuity  which  the  British 
Government  owes  actually  to  the  United  States  Government  is  practically 
equal  to  the  annuity  which  it  should  receive  on  its  share  of  the  A  and  B 
bonds  of  the  German  debt.  On  the  basis  of  these  figures  England,  there- 
fore, renounces  nothing  of  the  London  schedule. 

WTiere,  then,  is  the  sacrifice  which  she  is  to  make  in  return  for  those 
which  she  demands  from  her  allies? 

47.  The  British  Cabinet  asks  us  to  begin  again  what  was  done  on  May  5, 
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1921.  Germany  has  upset  everything.  A  new  experiment  does  not 
attract  us. 

48.  This  paragraph  entu-ely  distorts  our  ideas,  which  were,  however, 
clear  enough.  We  said,  in  so  many  words,  that  if  the  two  questions  of 
the  Ruhr  and  security  were  distinct  "we  should  always  be  happy  to 
enter  on  conversations  with  the  British  Government  regarding  this  last 
question."  This  surely  meant  "let  us  negotiate  immediately  if  you  so 
wish,  but  do  not  let  us  mix  up  two  distinct  questions." 

France  showed  sufficiently  clearly  quite  recently  on  the  Disarmament 
Commission  of  the  League  of  Nations,  that  she  was  ready  to  discuss  all 
questions  concerned  with  the  consolidation  of  peace,  and  she  even  had 
the  satisfaction  of  seeing  the  British  representatives  agree  with  her  point 
of  view.  Moreover,  at  the  beginning  of  1923  (sic),  when  Mr.  Lloyd 
George  offered  us  a  unilateral  pact  of  guaranty  contingent  on  the  prior 
settlement  of  all  pending  questions  between  France  and  Great  Britain, 
limited  to  five  years  and  containing  no  precise  indication  of  the  mihtary 
assistance  to  be  rendered,  we  replied  that  we  should  be  happy  to  examiae 
these  propositions,  on  condition,  however,  that  the  dm-ation  of  the  pact 
exceeded  that  of  the  occupations  provided  for  in  the  treaty,  that  it  was 
mutual,  and  that  it  was  accompanied  by  reciprocal  and  effective  military 
guaranties;  that  is  to  say,  on  condition  that  it  had  a  practical  value 
for  the  two  countries.  Hitherto  no  reply  has  been  given  to  us.  France 
is  ready  to-day  to  renew  the  examination  of  all  problems  relating  to 
security.  But  guaranties,  even  effective  ones,  against  new  attacks  can 
not  be  allowed  to  deprive  her,  in  whole  or  in  half,  of  her  right  to  reparations. 

49.  In  brief: 

50.  It  is  impossible  to  estimate  once  and  for  aU  the  present  and  future 
capacity  of  payment  for  Germany.  It  is  at  present  at  its  lowest,  and 
an  estimate  made  at  present  would  merely  benefit  Germany. 

51.  The  impartial  inquiry  can  and  should  be  made,  not  only  at  present 
but  also  later  and  from  time  to  time  by  the  Reparation  Commission 
and  its  own  experts  in  accordance  with  the  provisions  of  the  treaty. 

52.  Germany  has  refused  to  establish  her  finances  on  a  sound  basis 
and  to  stabilize  her  currency  in  spite  of  repeated  demands  by  the  Allies. 
The  sooner  Germany  understands  the  necessity  of  realizing  these  reforms, 
the  sooner  she  will  be  able  to  restore  her  credit  and  to  improve  her  eco- 
nomic conditions.  She  will  then  be  able  to  find,  little  by  little,  means  of 
transferring  her  internal  wealth,  which  is  immense. 

53.  It  is  German  resistance  to  the  occupation,  and  not  the  occupation 
itself,  which  has  reduced  the  deliveries  made  on  account  of  reparations, 
especially  those  of  coal  and  coke.  Before  ever  we  entered  the  Ruhr 
Germany  was  demanding  a  general  moratorium,  and  was  declaring  her 
inability  to  continue  deliveries  in  kind  on  the  existing  scale.    It  is  strange 
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that  the  British  Cabinet  argues  as  though  these  declarations  had  never 
been  i^de.^  Cabinet,  as  is  its  right,  does  not  feel  able  to  modify 

the  percentages  nor  to  accord  priority  to  reparations  we,  for  our  part, 
are  forced  to  stand  strictly  by  the  figures  which  were  promised  to  us,  with 
the  explicit  agreement  of  England,  both  under  the  treaty  of  \ersaiUes 
and  under  the^  London  Schedule  of  Payments.  „  •  .  ,  ^  .  •  ^ 

35  The  Government  of  the  Repubhe,  as  much  as  the  British  Cabinet, 
ardentlv  desires  to  maintain  peace  in  the  world,  to  re^tabhsh  there 
normal' life  and  to  develop  the  facUities  of  commerce.  But  it  does  not 
believe  that  an  economic  restoration  of  Europe  is  possible  without  an 
observance  of  treaties  or  by  methods  other  than  those  of  justice.  It  has 
taken  action,  not  isolated  but  distinct  from  that  of  Great  Britain,  only 
after  express  consideration  by  the  Reparation  Commission.  It  is  con- 
scious of  having  remamed  true  to  its  engagements  to  its  Allies,  it  remains 
resolved  never  to  deny  them. 


AxN"zx:  Debt  to  Brit-Vix 

1.  The  British  Government,  by  subordinating  the  question  of  inter- 
allied debts  to  the  valuation  of  German  capacity  for  payment,  and  by 
wishing  to  estimate  this  capacity  at  the  moment  when  it  is  lowest,  are 
driven  inevitably  to  the  conclusion  that  the  interallied  debts  shall  be 
fiised  at  the  highest  figiu-e. 

2.  It  is  quite  legitimate  that  the  British  Government  should  claim  from 
Vjermanv  what  they  have  to  pay  to  the  United  States.  But  if  they  claim 
from  us  what  they  do  not  receive  from  Germany,  we  shall  naturally  be 
obliged  to  maintain  as  far  as  necessary  the  right  to  recover  from  Germany 
within  the  limit  of  our  admitted  rights. 

3.  In  offering  not  to  claim  against  Germany  under  the  heading  of  C 
bonds  except  to  the  extent  to  which  claims  are  made  against  her  for  her 
interallied  debts,  France,  whose  material  losses  are  greater  than  those  of 
all  the  Allies  put  together,  and  whose  human  losses  are  much  greater  than 
those  of  any  one  of  the  other  Allies,  has  shown  herself  ready  to  make  a 
sacrifice  much  greater  than  that  of  England. 

4.  The  total  which  France  claims  from  Germany  is  much  smaller  than 
the  expenditure  which  she  is  compelled  to  make  to  restore  her  devastated 
regions,  quite  apart  from  that  which  she  would  have  the  right  to  demand 
on  the  score  of  pensions. 

5.  We  for  our  part  gravely  fear  that  the  policy  set  forth  in  the  British 
note  does  not  take  account  of  the  abnormal  economic  situation  of  France, 
and  that  it  tends  to  impose  on  her  a  burden  which  she  can  not  carry. 

6.  The  British  Cabinet,  therefore,  definitely  intrusts  the  settlement  of 
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interallied  debts  to  an  international  examination  conducted  by  irrespon- 
sible financiers  and  to  the  constitution  of  a  commission  in  which  France 
and  Belgium  will  find  themselves  in  a  minority. 

7.  The  British  Government  persist  in  attributing  to  the  occupation 
of  the  Ruhr  the  consequences  of  a  pohcy  followed  by  Germany  before 
that  occupation  and  pursued  by  her  since  that  occupation,  as  if  that  policy 
would  have  changed  had  we  not  occupied  the  Ruhr.  Such  an  argument, 
or,  to  speak  more  exactly,  such  a  statement,  is  in  contradiction  with  all 
the  facts  which  are  the  result  of  the  labors  of  the  Reparation  Commission 
in  1922,  and  even  with  the  repeated  declarations  of  the  British  Govern- 
ment, who  more  than  once  last  year  proclaimed  the  ill-will  of  Germany 
and  the  danger  of  her  financial  methods. 
^  8.  We  understand  very  well  that  the  British  Government  reserve  their 
rights.  They  will  understand,  no  doubt,  that  we  reserve  ours  vis-a-vis 
Germany. 

9.  We  have  never  questioned  England's  claim.  We  have  merely  said, 
and  repeat,  that  our  debt,  contracted  as  it  was  in  exceptional  circum- 
stances and  with  a  common  object  in  view,  could  not  be  compared  from 
the  point  of  view  of  morality  and  justice  with  the  German  debt  for  repara- 
tions. 

10.  The  expenditure  which  the  Government  met  by  means  of  these 
advances  was  nevertheless  for  the  essential  object  of  equipping  and 
maintaining  armies  fighting  for  the  common  cause. 

11.  If  no  suggestion  was  made  when  the  loans  were  incurred  that  their 
repayment  depended  on  sums  to  be  recovered  from  Germany,  it  was 
because  at  that  moment  the  Allies  considered  only  the  pooling  of  their 
efforts  and  were  all  working  with  the  same  ardor  for  a  common  victory; 
at  the  end  of  the  war  the  figures  suggested  for  reparations,  whether  by 
the  treaty  of  Versailles  itself  (a  minimum  of  100  milHard  marks  guaranteed 
by  bonds),  or  by  the  London  Schedule  of  Payments,  would  have  permitted 
France  to  repay  England  the  whole  of  her  debt  without  difiiculty. 

12.  France  has  never  repudiated  her  debts,  nor  will  she  do  so,  but  she 
is  convinced  that  no  British  Government  will  ever  bring  to  bear  on  an 
allied  country  the  pressm-e  which  the  London  Cabinet  does  not  think 
it  possible  to  bring  to  bear  to-day  on  the  ex-enemies  of  France  and  Eng- 
land. We  can,  therefore,  only  repeat  that  we  shall  only  be  able  to  repay 
our  debt  to  England,  or  even  to  pay  interest  thereon,  when  payments 
from  Germany  shall  have  placed  us  in  a  position  to  complete  the  repara- 
tion of  damages  caused  to  our  country  by  invasion  and  the  shock  of  war. 


m.   THE   BELGUN   STUDIES   OF   A  SETTLEIVIENT 

Immediately  after  the  receipt  of  the  German  note  of  June  5-7 
bv  the  Governments,  the  Belgian  foreign  mhuster  forwarded,  on 
June  9,  19-23,  a  lengthy  note  which  covered  techmcal  studies  of 
German  methods  of  payment  in  a  more  objective  and  scientifac 
manner  than  any  similar  document  of  alhed  origin.  These 
studies  which  are  here  pubUshed  in  EngUsh  for  the  trst  time, 
were  hi  the  hands  of  the  Committees  of  Experts  of  the  Repara- 
tion Commission  and  considerably  affected  their  findings. 

The  document  bore  no  fruit  for  several  months.  Dispatched 
on  June  9,  it  was  based  upon  the  kisistence  that  "the  enterpnse 
of  Januarj^  11  last  [the  Ruhr  occupation]  must  end  m  a  success 
and  not  in  a  defeat."  The  British  Government,  holdmg  definite 
\-iews  as  to  the  illegality  of  that  enterprise,  did  not  at  the  time 
accept  the  premise.  The  controversy  to  which  the  p^e^•lous 
chapter  has  been  devoted  intervened.  On  September  26,  however, 
German  passive  resistance  was  discontinued  in  the  Ruhr.  The 
way  was  consequently  opened  for  the  consideration  of  the  plans 
on  their  merits  and  without  conditions.  On  October  13  the  Belgian 
Government  was  able  to  issue  the  foUowmg  communique: 

The  Belgian  Government  has  called  the  attention  of  the  French,  British 
and  Italian  Governments  to  the  technical  studies  of  the  reparation  problem 
communicated  by  the  Brussels  Government  to  the  allied  Governments, 
suggesting  the  advisabihty  that  they  be  examined  by  the  Reparation 
Commission.  These  technical  investigations  indicate  methods  by  which 
Germany  could  pay  her  debt. 

The  Belgian  Government  feels  that  these  reports  are  destined  to  serve, 
partially  at  least,  as  a  basis  for  a  concrete  reparation  plan.  In  sub- 
mitting them  to  the  Allies  she  had  only  one  purpose,  namely,  to  assist 
in  bringing  about  a  practical  solution  of  the  reparation  problem.  The 
Belgian  Government  had  thought  that  when  the  Reich  should  have 
abandoned  its  policy  of  resistance,  fulfilling  the  condition  upon  which, 
according  to  the  French  and  Belgian  commMni'^u^  of  June  6,  the  question 
of  resumption  of  negotiations  hung,  it  would  be  extremely  desirable  for 
the  Allies  to  be  in  accord  concerning  the  solution  of  the  reparation 
question. 

Doubtless  the  cessation  of  passive  resistance  may  not  yet  be  considered 
complete,  but  the  Belgian  Government  takes  the  view,  owing  to  the 
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tecknical  character  of  the  reports  which  it  submitted  to  the  Allies,  that  a 
prehmiBary  examination  should  be  made  of  them  by  experts,  thus  facilitat- 
ing the  task  of  the  Governments  of  the  AUies  when  they  are  again  caUed 
upon  to  study  anew  the  reparation  problem. 

The  French,  British  and  Italian  Governments  have  accepted  the 
Belgian  Government's  proposal  and  the  Reparation  Commission  will 
undertake  the  work. 

Within  the  week  the  technical  studies  were  officially  before  the 
Reparation  Commission  as  a  starting  point  for  their  investigations. 
Meanwhile,  the  German  Government,  which  knew  the  substance 
of  the  studies  and  from  which  a  move  was  due,  was  preparing  a 
new  offer.  This  took  the  form  of  a  note  from  the  Kriegslasten- 
kommission  to  the  Reparation  Commission,  dated  October  24, 
which  formally  surrendered  the  position  held  from  the  previous 
January  and  proposed  negotiations  on  the  Belgian  plan.  This 
note,  defining  the  situation  at  that  time,  reads  as  follows: 

On  January  13  last  the  German  Government  informed  the  Reparation 
Commission  that,  owing  to  the  occupation  of  the  Ruhr  basin,  it  had 
discontinued  the  performance  of  reparation  obligations  to  the  powers 
taking  part  in  that  occupation.  By  a  note  dated  January  26  last  the 
Reparation  Commission  replied  to  this  notification  to  the  eflFect  that  it 
considered  as  nuU  and  void  thenceforth  the  requests  formally  made  by 
the  German  Government  with  a  view  to  reaching  a  new  settlement  of  the 
reparation  question,  and  that,  this  being  so,  all  the  provisions  of  the 
Schedule  of  Payments  of  May  5,  1921,  became  due. 

Now,  the  German  Government,  having  by  its  declaration  of  September 
26,  1923,  called  upon  the  population  of  the  occupied  territories  to  give 
up  passive  resistance  against  the  occupation  of  the  Ruhr  basin,  and  having 
annulled  the  ordinances  and  the  instructions  issued  with  regard  to  the 
resistance,  its  decision  to  discontinue  the  performance  of  the  reparation 
obligations  to  the  powers  participating  in  the  occupation  of  the  Ruhr 
has  simultaneously  become  inoperative.  The  German  Government 
consequently  states  expressis  verbis  that  it  is  in  principle  prepared  to 
resume  the  execution  to  these  powers  of  the  obligations  provided  for 
in  the  treaty  of  Versailles. 

On  the  other  hand,  the  change  which  has  taken  place  in  the  state  of 
affairs  in  Germany  since  January  last  and  has  brought  about  the  present 
economic  situation  has,  in  point  of  fact,  deprived  the  German  Govern- 
ment of  the  possibility  of  raising  at  present  the  fimds  requisite  for  enabling 
it  to  finance  the  obligations  stipulated  in  the  treaty  of  Versailles.  Since 
the  German  Government's  statements  of  November  14  and  27,  1922, 
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were  delivered  there  has  come  about,  by  reason  of  the  occupation  of  the 
Ruhr  ba^in  and  of  the  economic  and  financial  severance  of  the  territories 
of  the  Rhine  and  the  Ruhr  basin  from  the  remamder  of  Germany  a 
radical  change  m  the  resources  and  capacity  of  Germany.  Owmg  to  the 
decav  of  the^economic  life  of  Germany  and  of  German  finances  resultmg 
therefrom,  the  German  Government-as  the  Reparation  Commission 
is  weU  awar^was,  as  early  as  August  11,  19-23,  compelled,  while  recog- 
nizing in  prmciple  its  obligation  to  carry  out  the  stipulations  at  issue,  to 
proclaim  its  inabilitv  in  point  of  fact  to  make  further  deliveries  m  kmd 
to  the  other  powers.  For  the  same  reason  the  German  Government  is 
quite  as  unable  at  present  to  continue  or  to  resume  the  financmg  of  these 

obhgations.  .  xi     t>  i- 

The  German  Government  consequently  submits  to  the  Reparation 
Commission  a  request  to  enter  upon  an  esamhiation  of  the  resources  and 
capacitv  of  Germany— m  pursuance  of  Art.  234  of  the  treaty  of  \  er- 
sailles— as  well  as  to  give  the  representatives  of  the  German  Government 
an  opportunitv  of  explaining  with  fuU  particulars  the  actual  state  of 
the  resources  and  capacity  of  Germany  and  to  make  known  the  measures 
taken  by  her  Government  with  a  view  to  bringing  about  budget  reforms 
and  the  stabilizing  of  German  currency. 

As  regards  the  decree  concerning  the  creation  of  the  German  Renten- 
bank,  by  which  a  reform  of  German  currency  has  been  prepared,  I  beg 
herewith  to  submit  it  to  the  Reparation  Commission. 

The  German  Government  has  learned  that  the  Reparation  Commission 
has  handed  on  to  its  finance  ser\-ice  for  examination  and  report  the  tech- 
nical suggestions  of  the  Belgian  Government  with  regard  to  the  settlement 
of  the  reparation  problem.  The  German  Government  is  submitting  in 
writing  to  the  Reparation  Commission  its  observations  on  the  Belgian 
suggestions.  Considering  the  comphcated  nature  of  the  matter  in  hand, 
it  may  be  advisable  to  give  its  representatives  a  chance  of  stating  by 
word  of  mouth  their  views  on  the  Belgian  suggestions  as  well  as  on  the 
Grerman  observations.^ 

It  was  all  arranged  that  the  Reparation  Commission  was  to 
study  the  Belgian  plans  in  conjunction  with  the  Germans  when 
the  American  consent  to  participate  in  examination  of  the  economic 
problem  was  made  known  on  October  25.  The  Anglo-American 
conference  proposal  was  rejected  by  France,  which  put  forward 
the  cognate  suggestion  of  committees  of  experts  under  the  Repara- 
tion Commission.  It  was  by  them  that  the  Belgian  studies  finally 
received  detailed  study. 

^London  Times,  October  25,  1923. 
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Belgian  Technical  Studies  of  German  Means  of  PATiiENTi 

/.    Enumeration  of  a  Certain  Number  of  Receipts  from  which  an  Annuity 

Might  be  Establislied 

The  object  of  this  study  is  to  inquire  into  a  certain  number  of  resources 
which  might  be  used  in  estabhshing  an  annuity. 

We  shall  examine  separately  and  as  briefly  as  possible,  the  amount  which, 
after  a  necessary  period  of  adjustment  of  currency  and  of  the  budget, 
we  might  expect  to  be  yielded  by: 

1.  Leasing  the  management  of  the  German  railroads; 

2.  Leasing  of  consumption  monopolies; 

3.  Coal  deliveries. 

The  tax  on  articles  of  common  consumption  is  developed  in  this  survey 
under  the  form  of  a  leased  monopoly  because  the  collection  of  the  tax 
can  in  this  way  be  brought  more  directly  under  foreign  control.  But  a 
Government  monopoly  can  equally  well  be  considered.  And  even  if 
there  should  be  insurmountable  objections  to  both  these  plans,  some 
other  way  could  probably  be  found  which  would  not  be  inconsistent 
with  efiFective  control. 

CHAPTER  I.     LEASING  OF  THE  GERMAN  RAILROADS 

Recent  conversations  would  seem  to  indicate  that  there  is  a  group  of 
German  manufacturers  who  would  be  willing  to  re-assume  the  working 
of  the  Reich's  railroads,  paying  an  annual  rental  of  1,000,000,000  gold 
marks. 

These  conversations  seem  to  have  been  in  no  sense  official,  nor  have 
they  been  in  the  nature  of  definite  propositions,  and  they  of  course  do 
not  afford  any  serious  grounds  upon  which  might  be  based  a  calculation 
of  the  yield  that  might  be  expected  from  leasing  the  railroad  system. 

Moreover,  the  results  obtained  by  the  German  Government  in  working 
this  system,  which  it  took  over  again  on  April  1,  1920,  have  not  been 
such  as  to  offer  a  good  basis  for  an  estimate  of  the  rental  value  of  this 
system. 

The  special  economic  and  political  conditions  to  which  German  industry 
have  been  subject  since  the  war  are  well  known.  They  are  responsible 
for  the  fact  that  the  German  railroads  have  been  operated  at  a  loss  since 
their  management  was  centralized  in  the  hands  of  the  Reich.  It  is 
neither  necessary  nor  timely  to  prove  this  here.    It  will  be  sufficient  to 

^Translated  from  Documents  diplomatiques  relaiifs  aux  RSparations,  No.  30.  The 
studies  were  submitted  to  France  on  May  24,  1923,  and  to  Britain  on  June  9.  The 
Committees  of  Experts  worked  with  fuller  and  later  information  than  was  available 
to  the  Belgians;  so  that  their  conclusions  inevitably  differed  in  detail. 
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Ulustrate  the  fact  by  giving  two  different  sets  of  figures:  one  showing  a 
comparison  of  rates,  and  the  other  of  personnel. 

With  regard  to  rates,  one  has  only  to  glance  at  the  table  given  below, 
which  shows  the  relation  between  the  prewar  rates  on  merchandise  and 
those  in  force  after  the  various  increases  made  during  1922,  together  with 
the  relation  between  the  mark  and  the  gold  mark. 

Bates  foe  Mehchandise  m  1922 

Relation  between 

Piriod  when  Rate  Present  and 

^"CSfrnXr*  Prewar  R^Ues  De^^at^n 
1922 

February   28  1/50 

March   3*  1/66 

April   48  1/69 

May  57  1/75 

June   72  1/179 

July  and  August   90  1/^9 

September   134  1/718 

First  2  w  eeks  of  October   280  1/718 

Last  2  weeks  of  October   448  1/1618 

November    673  1/1757 

December   1.680  1/3958 

The  above  table  shows  at  a  glance  that  the  increases  in  rates  have 
never  been  in  proportion  to  the  depreciation  of  the  mark;  and  for  certain 
periods  (for  example,  the  month  of  September)  the  ruling  rate  for  mer- 
chandise represented  less  than  a  fifth  of  what  it  should  have  been  to 
equal  the  prewar  schedule. 

A  comparison  in  the  case  of  passenger  rates  is  still  more  striking,  as 
is  shown  by  the  following  figures : 

Passekgeh  Rates  n.-  1922 

Relation  between 

Period  when  Rate  Present  and  Depreciation 

was  in  Force  Prewar  Rates  of  the  Mark 

1922 

Februarj'  to  September   17  1/129 

October   25  1/718 

November    61  1/1618 

December   103  1/1757 

^e  note  that  from  February  to  September  (a  period  when  the  value 
of  the  paper  mark  in  its  relation  to  the  gold  mark  decreased  from  50  to 
350)  the  passenger  rate  remained  fixed  in  paper  marks  at  17  times  the 
prewar  figure.  For  the  month  of  November,  the  passenger  rate  was 
only  one-thirtieth  of  what  it  should  have  been  to  equal  the  prewar  figure. 
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The  above  gives  sufficient  indication  of  the  enormous  decline  in  receipts 
entailed  by  the  failure  to  change  the  rates  to  conform  with  the  depreciation 
of  the  mark. 

It  is  a  well-known  fact  that  since  the  Eeich  took  over  agam  the  railroad 
system  the  costs  of  operation  have  increased  beyond  all  reasonable  Umits, 
due  no  doubt  to  conditions  connected  with  the  domestic  pohcy  adopted. 
Among  other  indications  of  this  fact  is  the  increase  in  the  number  of  em- 
ployees. 

The  present  system,  which  extends  over  50,000  kilometers  and  which 
before  the  war  employed  650,000  people  divided  among  eight  different 
administrations,  now  employs  nearly  a  million,  although  it  has  been 
centralized  under  a  single  administration;  making  an  increase  of  over 
50%  of  the  prewar  personnel. 

We  might  mention  by  way  of  example  that  La  Belgium,  where  the 
railroads  are  also  under  state  control,  the  number  of  employees  in  1913 
was  73,400,  and  in  1921  it  was  83,300,  representing  an  increase  of  13% 
in  the  prewar  personnel. 

This  simple  comparison  shows  to  what  an  extent  the  costs  of  operation 
could  be  reduced,  if  they  were  brought  within  the  normal  limits  of  the 
ordinary  commercial  enterprise,  conducted  without  regard  to  pohtical 
considerations. 

On  account  of  the  loss  of  income  caused  by  absurdly  inadequate  rates 
and  by  an  equally  unjustifiable  increase  in  overhead  expenses,  it  is  im- 
possible to  gain  from  the  results  of  government  operation  of  the  German 
railroads  any  idea  of  the  receipts  which  might  reasonably  be  expected. 

A  better  idea  will  be  possible  if  we  refer  to  the  results  of  government 
ownership  before  the  war  during  a  normal  period,  when  each  of  the  con- 
federated states,  moreover,  operated  its  own  system. 

According  to  information  given  by  the  German  delegation  to  the 
Brussels  Conference  of  Experts  (December,  1920)  the  raUroads  of  the 
German  states  (about  55,000  kilometers)  closed  their  fiscal  period  in 
1914  with  the  following  profits: 

Prussia  and  Hesse   462  million  marks 

Bavaria   68 

Saxony   25 

Wurttemberg   17 

Baden   26  || 

Mecklenburg   ■* 

Oldenburg    1 

Total   609  " 

It  should  be  noted  that  the  territorial  surrenders  ordered  by  the  peace 
treaty  have  reduced  the  total  length  of  the  raihoad  system  from  about 
55,000  to  50,000  kilometers,  or  scarcely  10%. 
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On  the  other  hand,  it  is  certain  that  there  has  been  an  increase  in  the 
value  of  the  svstem  and  consequently  in  its  possible  j-ield  on  account  of 
the  improvements  of  aU  Idnds  that  have  been  made,  particularly  those 
made  during  the  war  to  facilitate  mihtary  operations. 

Taking  for  granted  that  the  10^  reduction  in  rail  length  due  to  the 
loss  of  territory  is  counterbalanced  by  the  increase  in  value  resulting 
from  improvements,  we  may  conclude  that  the  German  raihoad  system 
as  it  now  stands  is  capable  of  yielding  an  income  equal  to  that  of  191-1, 
or  more  than  600  milhon  marks,  considering  the  mark  at  the  191-i  value. 

It  appears  then  that  if  we  base  our  calculations  on  the  present  low  level 
of  gold  (19ii  average:  1.49),  we  might  ej^pect  a  total  annual  profit  of 
about  1,000,000,000  gold  marks  from  a  normal  operation  of  the  German 
railroad  system. 

It  becomes  plain,  therefore,  that  the  conversations  to  which  we  have 
referred  above  were  based  on  estimations  made  in  all  seriousness  and 
that  the  German  Government  should  find  no  real  difficulty  in  leasing 
the  operation  of  its  railroad  system  at  an  annual  rental  of  1,000,000,000 
gold  marks. 

CH.UTEH  n.     LZASENG  OF  CONSUMPTION  MONOPOLIES 

1.  General  Considerations 

It  has  frequently  been  demonstrated  that  the  proceeds  of  the  German 
consumption  taxes  are  considerably  less  than  they  might  be,  and  are 
inferior,  other  things  being  equal,  to  the  proceeds  of  the  same  taxes  in 
other  countries. 

It  is  not  our  intention  to  demonstrate  this  fact  again  here,  but  it  will  be 
plainly  brought  out  by  the  figures  given  in  the  following  paragraphs. 

As  is  known,  the  extremely  low  proceeds  of  German  indirect  taxation 
is  due  principally  to  the  steady  depreciation  of  the  mark  combined  with 
the  fact  that  in  the  case  of  some  taxes  the  rate  is  applied  not  to  the  value 
of  the  article,  but  to  the  quantity;  when  taxes  of  thii;  sort  are  fixed  in 
paper  marks  and  remain  fixed  regardless  of  the  depreciation  of  the  mark 
and  the  consequent  rise  in  prices,  they  soon  represent  only  a  very  small 
fraction  of  the  value  of  the  articles  to  which  thev  are  appUed.  We  shall 
have  several  examples  of  this  condition. 

In  working  on  any  scheme  of  indirect  taxation,  in  order  to  arrive  at 
any  worth-while  conclusions,  it  is  therefore  most  important  to  have  a 
plan  which  will  not  be  affected  by  variations  in  the  value  of  the  mark. 
\Miether  the  proceeds  of  the  consumption  taxes  are  obtained  through  a 
specific  tax  or  through  an  ad  valorem  tax,  the  gold  basis  is  the  only  one 
upon  which  reasonable  calculations  can  be  based.  We  shall  accordingly 
try  to  reduce  the  facts  of  the  problem  to  a  gold  basis,  and  shall  assume 
that  the  different  taxes  considered  will  be  collected  on  that  basis.  In 
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other  words,  the  amount  to  be  collected  in  paper  marks  for  each  tax  must 
represent  a  fixed  gold  value  regardless  of  the  depreciation  of  the  mark. 
In  actual  practice,  this  may  easily  be  done  by  applying  to  the  tax  itself  a 
correctly  determined  premium  ("Aufgeld"),  which  is  a  system  similar 
to  the  one  now  in  force  in  Germany  on  custom  duties,  but  more  accurate. 

In  the  succeeding  paragraphs  we  shall  take  up  in  order  the  various 
articles  which  are  subject  to  consumption  taxes. 

In  each  case  we  shall  try  to  determine  what  the  taxation  was  before 
the  war,  or  when  first  levied,  what  taxation  has  been  established  by  the 
"Fiscal  Compromise"  (April  8,  1922),  which  is  now  in  force,  and  what 
the  correspondmg  taxation  is  m  other  large  countries.  In  this  way  we 
can  decide  on  what  a  normal  indirect  taxation  m  Germany  should  be, 
and  what  yield  could  reasonably  be  expected  from  it,  if  it  were  established 
on  a  gold  basis,  as  mentioned  above. 

These  figures  wiU  indicate  with  sufficient  accuracy  for  first  approxima- 
tions the  proceeds  that  might  be  expected  from  commercial  monopolies 
on  the  different  articles  considered  and  the  rental  that  could  consequently 
be  set  for  leasing  such  monopolies  to  carefully  established  consortiums. 

The  present  study  is  not  concerned  with  an  investigation  as  to  the 
forms  which  such  monopolies  should  take. 

There  are  a  number  of  different  ways  in  which  such  monopolies  might 
be  set  up.  The  important  thing  is  to  proceed  with  great  caution  and 
with  as  little  disturbance  as  possible  to  the  present  economic  structure 
of  Germany. 

For  this  reason  we  do  not  think  it  wise  to  consider  the  formation  of 
monopolies  on  production  or  manufactm-ed  goods,  because  they  would 
have  a  most  disturbing  effect  on  German  production.  Any  such  attempts 
would  have  but  slight  chance  of  success,  and  in  the  event  that  they  did 
succeed,  it  would  be  only  after  a  long  period  of  innumerable  experiments 
and  in  the  face  of  great  difficulties.  It  is  essential  that  any  monopolies 
whose  formation  is  decided  upon  should  be  able  to  begin  functioning  as 
quickly  as  possible  and  that  they  should  yield  the  expected  return  at  the 
earliest  moment. 

In  view  of  the  foregoing  considerations,  we  shall  consider  here  only 
sales  monopolies,  which  will  distm-b  in  no  way  the  industrial  organization 
of  Germany  because  their  operation  will  not  necessitate  any  change  in 
the  methods  of  production  and  manufactm-e  prevailing  in  that  country. 
Only  the  commercial  practices  would  be  somewhat  affected,  but  in  so 
slight  a  degree  that  there  would  be  no  great  difficulty  and  no  appreciable 
loss  of  time. 

The  alcohol  monopoly  created  in  Germany  by  the  law  of  July  27, 
1918,  and  re-organized  by  the  law  of  April  8, 1922,  oflfers  an  example  of  the 
ease  with  which  such  organisms  may  be  set  up. 
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In  the  following  paragraphs  we  shaU  therefore  consider  only  the  creation 
of  a  sales  monopolv  for  the  different  articles  which  are  subject  to  a  con- 
sumption tax.  We  shaU  inquire  into  the  amount  which  a  reasonable 
consumption  tax  on  each  article  might  be  expected  to  ^^eld,  and  we  shaU 
assume  such  taxes  to  be  collected  on  a  gold  basis. 

This  yield  might  be  fixed  in  accordance  with  the  volume  of  busmess 
handled' by  the  monopoly,  or  the  profits  made  by  it,  or  a  definite  annual 
figure  might  simply  be  set.  -j  ■ 

As  one  of  the  matters  with  which  we  are  concerned  is  a  consideration 
of  suitable  guaranties  for  the  annual  use  of  a  determined  capital,  we  shall 
give  our  preference  to  the  method  whereby  the  holder  of  the  nionopoly 
pays  a  fixed  rental,  such  rental  to  be  turned  over  to  the  reparation  fund 
or  to  the  guaranty  fund  of  the  loan  issued  in  this  connection. 

According  to  our  plan,  then,  the  sellmg  price  will  be  equal  to  the  price 
of  purchase  at  the  plants  and  factories,  plus  general  expenses  and  costs 
of  organizing  the  monopoly,  plus  a  fair  profit  for  the  latter,  and  to  this 
sales  price  will  be  added  a  tax  equal  to  the  consumption  tax  which  the 
article  in  question  might  reasonably  bear.  This  last  figure  will  naturally 
be  included  in  the  selling  price  and  will  constitute  the  annual  rental  to 
be  paid  by  the  holder  of  the  monopoly.  It  is  this  figure  which  we  intend 
to  fix  for  each  of  the  articles  to  be  considered. 


2.  Tobacco 

The  greater  part  of  the  tobacco  consumed  in  Germany  is  imported, 
either  in  the  form  of  raw  tobacco  to  be  manufactured  there,  or  in  the  form 
of  snuff,  chewing  tobacco,  cut  tobacco,  cigars,  and  cigarettes. 

At  the  present  time  Germany  imports  76,000,000  kilograms  and  grows 
on  her  own  soil  30,000,000  kOograms.  Exports  amount  to  about  5,000,000 
kilograms,  so  that  Germany's  annual  consumption  amounts  to  a  Httle 
over  100,000,000  kilograms. 

The  consumption  tax  is  calculated  on  the  retail  sales  price.  It  yielded 
144,000,000  gold  marks  durmg  the  fiscal  year  1920-21,  and  160,000,000 
gold  marks  during  the  following  fiscal  year.  Owing  to  the  depreciation 
of  the  mark  the  j-ield  has  now  declined  to  74,000,000  gold  marks. 

At  the  present  time,  then,  this  represents  a  tax  of  0.74  gold  marks  per 
kilo. 

This  yield,  which  is  due  not  only  to  the  depreciation  of  the  mark, 
but  also  to  the  inadequate  rate  of  taxation,  is  absurd;  in  France  the  profits 
realized  by  the  tobacco  monopoly  on  a  consumption  one-haK  less  than  in 
Germany  represent  a  levy  of  from  5.1  to  7.3  gold  marks  per  kilogram. 
It  must  also  be  remembered  that  in  France  it  is  a  state  monopoly  and  that 
a  higher  yield  might  reasonably  be  expected  from  a  commercial  monopoly. 
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It  would  therefore  seem  perfectly  fair  to  fix  the  rate  of  taxation  in 
Germany  m  such  a  way  as  to  insure  a  yield  equivalent  to  4.5  gold  marks 
per  kilogram. 

If  this  were  done,  the  rental  of  a  tobacco  monopoly  would  amount  to 
m.000,000  gold  marks. 

S.  Beer 

Before  the  war  beer  was  subject  to  a  very  comphcated  tax  and  each 
of  the  confederated  states  had  its  own  system.  The  proceeds  in  1913 
amounted  to  130,000,000  gold  marks. 

The  law  of  July  25,  1918,  fixed  an  average  tax  of  from  10  to  12.5  marks 
per  hectoliter,  capable  of  being  reduced  or  increased,  and  representing 
at  the  rate  of  exchange  prevailing  then  an  average  tax  of  about  9  gold 
marks  per  hectoliter. 

In  April,  1922  (Fiscal  Compromise)  the  average  tax  was  increased  from 
40  to  50  paper  marks  per  hectoUter,  representing  at  the  current  rate  of 
exchange  about  0.65  gold  marks  per  hectoliter,  or  l/20th  of  the  tax 
imposed  in  1918. 

Since  that  date  it  has  remained  unchanged,  so  that  in  April,  1923, 
when  there  are  5,061  paper  marks  in  one  gold  mark,  it  represents  about 
0.01  gold  marks  per  hectoliter,  or  1/65  of  the  tax  under  the  Fiscal  Com- 
promise and  less  than  1/1,000  of  the  1918  tax. 

This  absurdly  low  tax  is  worthy  of  comparison  with  the  one  imposed  in 
England,  which  is  £2-10-0,  or  46.5  gold  marks  per  hectohter. 

It  seems  fair  to  conclude  that  a  tax  equivalent  to  6  gold  marks  per 
hectohter  would  be  a  moderate  one,  not  only  as  compared  with  the  tax 
prevailing  in  other  countries  (46.5  gold  marks  in  England),  but  even  in 
comparison  with  the  1918  rate  in  Germany  (9  gold  marks  per  hectoliter). 

As  the  annual  consumption  of  beer  in  Germany  is  between  30  and  40 
million  hectoliters,  it  is  evident  that  the  lowest  possible  estimate  of  the 
income  from  this  tax  would  be  200,000,000  gold  marks.  This  amount, 
therefore,  may  be  considered  the  minimum  annual  rental  of  a  beer 
monopoly. 

4.  Still  Wines 

The  tax  on  still  wines  was  established  in  Germany  by  the  law  of  July 
25,  1918,  which  fixed  the  rate  at  20%  of  the  selling  price. 

The  Fiscal  Compromise  continued  the  tax  at  that  rate,  and  as  such  it 
is  still  in  force. 

The  mcome  from  it,  which  amounted  m  1920-1921  to  46,300,000  gold 
marks,  has  now  dropped  to  11,400,000  gold  marks  on  account  of  the 
depreciation  of  the  mark. 

The  consumption  of  wine  in  Germany  is  over  200,000  hectoUters  a 


WORLD  PEACE  FOUNDATION 


311 


year;  the  value  of  this  consumption  was  2,000,000,000  paper  marks  in 
1919'  and  3,000,000,000  paper  marks  in  19-20,  representing  about 
320,000,000  gold  marks  a  year.  A  20%  ad  valorem  tax  on  this  basis,  there- 
fore, would  represent  an  annual  income  of  64,000,000  gold  marks. 

Making  a  very  conservative  estimate,  we  would  say  that  a  still  wine 
monopoly  should  easily  furnish  a  rental  of  50,000,000  gold  marks,  accord- 
ing to  the  income  from  the  tax  on  that  product  in  1920-1921. 

5.  Sparkling  Wines 

The  taxation  of  sparkling  wines  in  Germany  goes  back  to  the  law  of 
May  9,  1902,  which  was  modified  by  the  law  of  July  15,  1909,  and  re- 
mained in  force  until  July  20,  1918. 

Under  this  law  the  tax  on  sparklmg  wines  gave  10,000,000  marks  in 
1913. 

The  law  of  April  21,  1920,  modified  the  rates  set  by  the  law  of  July  26, 
1918,  and  raised  the  tax  to  3  marks  a  bottle  for  fruit  wines  containing  no 
grape  wine  and  to  12  marks  a  bottle  for  all  other  sparkling  wines.  This 
tax  represented  about  one  gold  mark  a  bottle. 

The  Fiscal  Compromise  of  April,  1922,  replaced  this  tax  by  a  30%  ad 
valorem  tax  on  the  selling  price.  The  income  from  this  tax  is  at  present 
only  about  1,000,000  gold  marks  a  year,  although  the  annual  consumption 
amounted  to  15,000,000  bottles  in'l919  and  10,000,000  in  1920. 

A  tax  on  the  basis  of  one  gold  mark  per  bottle  should  yield  annually 
5,000,000  gold  marks  (one-half  the  prewar  j-ield)  and  this  figure  might 
be  considered  a  fair  rental  for  a  sparkling  wine  monopoly.  It  is,  however, 
less  than  the  amount  yielded  by  the  sparkling  wine  tax  in  the  last  few 
years  (fiscal  year  1921-1922:  7,300,000  gold  marks). 

6.  Mineral  Waters  and  Lemonades 

Mineral  waters  were  first  taxed  in  Germany  imder  the  law  of  July  26, 
1918.  This  was  modified  by  the  law  of  April  8,  1922,  which  raised  the 
tax  to  5  marks  and  10  marks  a  hectoliter  for  mineral  water  and  lemonade, 
respectively.  As  the  result  of  the  depreciation  of  the  mark  the  income 
from  this  tax,  formerly  3,000,000  gold  marks  (fiscal  year  1920-1921), 
is  now  only  250,000  gold  marks  a  year.  The  taxes  now  in  force  are 
based  on  the  average  rates  of  exchange  during  the  first  three  months 
of  1922  (54  paper  marks  to  one  gold  mark),  and  at  that  rate  they  represent 
0.1  gold  mark  and  0.2  gold  mark  per  hectoUter  for  mineral  water  and 
lemonade,  respectively. 

A  tax  on  this  basis  applied  to  the  annual  consumption  of  500,000 
hectohters  of  mineral  water  and  2,000,000  hectohters  of  lemonade  would 
yield  less  than  500,000  gold  marks. 

Taking  into  account,  on  the  one  hand,  the  nature  of  the  product, 
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because  of  which  any  increase  in  the  tax  rate  would  probably  cause  a 
decided  drop  in  consumption,  and  on  the  other,  the  comparatively  small 
income  that  can  be  derived  from  this  source,  it  would  seem  unnecessary 
to  consider,  at  least  for  the  present,  the  question  of  establishing  a  monop- 
oly on  the  sale  of  mineral  waters  and  lemonades. 

7.  Alcohol 

At  the  present  time  alcohol  in  Germany  is  under  a  state  monopoly, 
which  has  been  in  force  since  October,  1919,  was  revised  on  October  1, 
1922,  and  which  had  its  origin  m  a  bill  introduced  in  the  Reichstag  on 
April  17, 1918. 

Accordmg  to  this  bill  the  taxes  (which  were  at  that  time  between  84 
and  125  marks  per  hectoliter)  were  to  be  raised  to  allow  the  Reich  a  profit 
of  800  marks  per  hectoUter,  representing  about  650  gold  marks  per  hec- 
tohter.  At  present  as  a  result  of  the  depreciation  of  the  mark  the  tax 
applied  to  an  annual  consumption  of  2,000,000  hectohters  amounts  to 
not  over  130  gold  marks  per  hectoliter;  moreover  this  tax  is  applied  to  only 
one-half  the  consumption,  the  other  half  being  practically  tax-free. 

This  rate  of  130  gold  marks  per  hectohter  is  besides  very  low  as  com- 
pared with  the  taxes  imposed  in  other  countries,  as  follows : 

England:— £143-16-0  —  2,700  gold  marks  per  hectoUter 
Belgium: — Bel.  Frs.  2,400  —  800  gold  marks  per  hectoliter 
France: — Fr.  Frs.  1,000  —  345  gold  marks  per  hectoliter 

It  would  seem,  then,  very  moderate  to  fix  this  tax  for  Germany  at  500 
gold  marks  per  hectohter,  especially  as  the  bill  of  1918  provided  for  a 
tax  of  650  gold  marks.  Moreover,  although  necessary  exemptions  would 
be  permitted,  extending  even  to  half  the  consumption,  which  is  rather 
high,  it  is  only  fair  to  keep  these  exemptions  within  such  limits  that  the 
tax-free  portion  should  never  exceed  an  average  of  75%. 

One-half  the  consumption,  or  1,000,000  hectoliters,  would  then  be 
taxed  at  the  rate  of  500  gold  marks  per  hectoliter,  the  average  rate  of 
the  other  haK  being  125  gold  marks  per  hectoliter. 

Under  these  conditions  the  tax  collected  on  the  gold  basis  would  give 
an  annual  minimum  yield  of  600,000,000  gold  marks,  which  represent  a 
fair  rental  for  a  commercial  monopoly  on  alcohol. 

8.  Acetic  Acid 

At  present  in  Germany  this  article  is  under  a  monopoly  about  which 
we  have  very  little  information. 

The  production,  however,  is  very  low,  and  it  would  not  seem  worth- 
while to  consider  the  establishment  of  a  commercial  monopoly  in  this 
line. 
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9.  Sugar 

Before  the  war  the  consumption  tax  on  sugar  in  Germany  (14  marks 
ner  100  kilograms)  represented  about  io^c  of  the  seUmg  price  (oO  to  60 
Lrks  per  100  kilograms).    It  produced  at  that  time  174,000,000  marks 


a  vear. 


Under  the  present  regime  sugar  is  paying  50  marks  per  100  kilograms, 
which  at  the  average  rates  for  the  month  of  March,  1923,  (5,061  paper 
marks  for  one  gold  mark)  represents  0.01  gold  marks,  or  1/400  of  the  pre- 
war tax.  Based  on  the  seUing  price  current  in  March,  1923,  namely 
125,000  paper  marks  per  100  kilos,  this  represents  a  tax  of  0.049c  of  the 
selling  price.  The  vield  even  of  this  ridiculously  low  rate  will  be  con- 
siderably reduced  on  account  of  the  six-months'  extension  of  paj-ment 
in  force  from  April  1,  1923. 

Sugar  is  subject  in  France  and  Great  Britain  to  taxes  of  52  francs,  or 
18  gold  marks,  and  £1/ 1/4,  or  23  gold  marks,  respectively,  per  100  kilo- 
grams, which  represents  13  and  20%  of  the  respective  selling  prices  (400 
francs  per  100  kilograms  in  France  and  £6/5/0  in  Great  Britain). 

It  is,  therefore,  moderate  to  fix  the  tax  on  sugar  in  Germany  at  10  gold 
marks  per  100  kilos;  this  would  bring  the  selling  price  to  not  over  60 
gold  marks  per  100  kilos,  which  was  the  prewar  price,  while  the  selling 
prices  in  France  and  Great  Britain  are  116  and  140  gold  marks,  respectively. 

The  income  from  even  this  moderate  tax  on  sugar  in  Germany  when 
applied  to  its  consumption  of  1,300,000  tons  would  amount  to  130,000,000 
gold  marks.  This  figure  can  be  taken  as  an  indication  of  the  annual 
rental  to  be  paid  by  a  sugar  monopoly.  Even  then  it  is  far  below  the 
yield  of  the  corresponding  tax  before  the  war. 


10.  Edible  Salt 

The  tax  on  salt  in  Germany,  fixed  at  12  marks  per  100  kilos  in  1913, 
has  remained  unchanged  in  spite  of  the  depreciation  of  the  mark,  which 
means  that  in  March,  1923,  as  the  rate  was  5,061  paper  marks  to  one  gold 
mark,  the  tax  was  ly  5000  of  the  prewar  tax. 

Consequently  the  revenue,  which  was  62,000,000  gold  marks  in  1913, 
has  declined  to  several^thousand  gold  marks. 

In  \-iew  of  the  nature  of  this  product,  there  should  be  no  objection  to 
applying  to  it  the  prewar  tax  on  a  gold  basis  (12  gold  marks^per  100 
kUos). 

As  the  annual  consumption  of  Germany  is  slightly  over  600,000  tons, 
the  revenue  from  this  source  would  equal  70,000,000  gold  marks,  which 
is  the  rental  to  be  expected  from  a  salt  monopoly. 
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11,  Matches  and  Patent  Lighters 

As  the  consumption  of  wax  matches  in  Germany  is  slight  as  compared 
with  wooden  matches,  we  shaU  consider  only  these  latter.    Taxed  in 

f^Lf^^^^^^f  ^-^l      ^-^^^  yi^l^^d  a  revenue  of 

22,000,000  gold  marks. 

The  present  rate  is  from  0.04  to  0.06  paper  marks  per  box,  which  means 
that  at  the  average  rate  in  March,  1923  (5,061  paper  marks  per  gold 
mark)  a  box  of  matches  pays  a  tax  which  amounts  to  only  1/1000  of  the 
prewar  tax. 

It  would  then  seem  reasonable  to  apply  to  this  product  the  minimum 
prewar  tax,  or  0.01  gold  marks  per  box. 

As  the  annual  consumption  in  Germany  is  1,700,000,000  boxes,  this 
tax  represents  receipts  of  over  15,000,000  gold  marks,  which  sum  is 
the  minimum  rental  to  be  expected  from  a  match  monopoly. 

If  a  tax  is  placed  on  lighters  equivalent  to  one  gold  mark  apiece,  which 
is  a  moderate  tax  compared  with  those  in  force  in  other  countries  (Belgium: 
5  francs  apiece),  there  will  be  from  the  total  consumption  of  over  4,000,000 
a  revenue  of  more  than  4,000,000  gold  marks. 

To  sum  up,  if  wax  matches  and  lighters  are  included,  this  monopoly 
should  easily  furnish  a  rental  of  20,000,000  gold  marks. 

IS.  Lighting  Apparatus 

This  classification  includes  incandescent  bulbs,  gas  and  similar  mantles, 
carbons  for  arc  lights,  merciu-y  lamps,  etc. 

These  articles  are  subject  to  an  individual  tax  according  to  rates  fixed 
by  the  law  of  July  15,  1909,  modified  by  the  law  of  April  8,  1922. 

Prior  to  the  modifications  effected  by  this  latter  law,  the  tax  yielded 
(fiscal  year  of  1920-21)  1,200,000  gold  marks  a  year. 

As  the  rate  was  quadrupled  without  causing  any  decline  in  consumption, 
it  would  seem  reasonable  to  expect  an  annual  income  of  about  5,000,000 
gold  marks  from  a  monopoly  on  the  sale  of  these  articles,  calculating  the 
tax  now  being  collected  on  a  gold  basis. 

IS.  Playing  Cards 

The  annual  consumption  of  playing  cards  in  Germany  is  between  4 
and  5  million,  the  greater  part  of  which  is  her  own  manufacture. 

The  tax  to  which  they  are  subject  yields  a  very  slight  income,  and 
the  article  itself  does  not  seem  of  sufficient  importance  to  warrant  the 
establishment  of  a  monopoly. 

H.  Sweetening  Materials 

A  monopoly  on  these  goods  has  been  in  force  in  Germany  for  several 
months,  which  it  seems  should  yield  about  250,000  gold  marks  a  year. 
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We  have  very  little  information  on  the  monopoly,  and  in  view  of  its 
insignificance  we  shall  not  make  in  this  preliminary  survey  any  study  of 
the  income  which  such  a  monopoly  could  jaeld. 

15.  Coal 

The  tax  on  coal  was  first  established  in  Germany  during  the  war  by  the 
law  of  AprU  8,  1917,  ia  accordance  with  which  a  20%  ad  valorem  tax 
was  imposed.  By  the  law  of  April  8,  1922,  this  tax  was  increased  to  40%. 
A  new  law  dated  March  20,  1923,  while  leaving  the  rate  practically  un- 
changed, gives  the  minister  of  finance  power  to  reduce  it  or  to  increase 
it  within  certain  limits  and  imder  certain  conditions. 

Under  the  first  of  the  above-mentioned  laws,  the  20%  tax  yielded  during 
the  fiscal  year  1920-1921  the  sum  of  382,000,000  gold  marks,  and  during 
the  following  fiscal  year  the  sum  of  264,000,000  gold  marks.  Although 
the  tax  has  been  increased  to  40%,  the  income  for  the  present  fiscal  period 
will  not  be  over  about  200,000,000  gold  marks. 

The  steady  decline  in  the  gold  value  of  the  revenue  from  the  coal  tax 
is  due  to  the  depreciation  in  the  mark,  which  has  had  an  adverse  effect  on 
the  gold  value  to  be  taxed. 

The  following  table  indicates  the  changes  in  the  price  of  coal  in  German j* 
during  the  years  1920,  1921,  and  1922: 


Price  at 

Average 

Price  at 

the  mine 

Rate  of 

the  mine 

including  tax 

paper  mark» 

including  tax 

Period 

{paper  marks) 

(to  gold) 

(sold  maria) 

Janiiarv,  1920  

108.40 

14,207 

7.63 

February,  1920  

162.40 

22,613 

7.18 

March,  1920   

182.50 

18,991 

7.61 

April,  1920  

208.90 

14,334 

14.57 

May  1,  1920  to  Mar.  31,  1921  . 

215.40 

13,746 

15.67 

April  1  to  June  30,  1921     .  .  . 

247.00 

15,432 

16.01 

July  and  August  1921  .... 

254.90 

19,155 

13.31 

Sept.  1  to  Nov.  30,  1921.  .  .  . 

248.70 

40,152 

7.09 

Dec.  1,  1921  to  Jan.  31,  1922  . 

455.00 

45,542 

9.99 

February-,  1922   

526.00 

49,500 

10.63 

March,  1922   

675.50 

66,400 

10.17 

AprU  1  to  19,  1922   

800.30 

71,300 

11.22 

April  20  to  June  30,  1922  .  .  . 

1,019.80 

70,800 

14.40 

Julv,  1922   

1,357.00 

116,672 

11.63 

August,  1922  

1,700.00 

240,758 

7.06 

September,  1922   

4,616.00 

348,453 

13.25 

October,  1922   

5,686.00 

717,692 

7.92 

Nov.  1  to  15,  1922   

9,131.00 

1,557,818 

5.86 

Nov.  16  to  30,  1922    .  .  . 

15,765.00 

1,683,507 

9.36 

December,  1922   

25,613.00 

1.835,765 

13.95 
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During  these  three  years  the  average  value  of  coal  at  the  rates  indicated 
was  equivalent  therefore  to  12.5  gold  marks  a  ton,  this  figure  including 
an  average  tax  of  3.6  gold  marks  per  ton  based  on  the  last  taxation  (40% 
ad  valorem). 

If  this  rate  were  contmued  and  the  tax  were  simply  collected  on  a  gold 
basis,  there  would  be  a  revenue  of  400,000,000  gold  marks  from  the 
aimual  consumption  of  Germany  (which  is  at  present  110,000,000  tons). 

It  should  be  noted,  however,  that  the  taxation  of  coal  in  Germany  has 
been  possible  only  on  account  of  the  low  price  of  coal  when  reckoned  on 
a  gold  basis,  which  has  in  turn  been  directly  due  to  the  steady  fall  of  the 
mark. 

The  question  may  be  raised  as  to  whether  as  soon  as  the  mark  is  sta- 
bilized, the  price  of  coal  will  not  speedily  reach  the  level  La  other  countries. 
If  this  should  happen,  it  would  no  longer  be  possible  to  impose  a  tax  of 
any  importance  on  coal. 

We  shall  therefore  not  consider  here  the  establishment  of  a  monopoly 
on  coal  sales,  because  of  the  fact  that  any  coal  tax  might  have  to  be  given 
up  and  it  is  thus  impossible  for  us  to  make  an  estimate  of  a  fixed  rental 
for  such  a  monopoly. 

16.  Tax-free  Articles  in  Germany 

We  have  considered  in  the  preceding  paragraphs  the  establishment  of 
monopolies  on  articles  which  are  aheady  subject  to  a  consumption  tax 
in  Germany. 

There  is  no  reason  why  we  should  not  consider  the  creation  of  monop- 
olies on  other  products,  which  are  subject  to  a  consumption  tax  in  other 
countries,  such  as  colonial  foodstuffs,  in  particular  coffee,  tea,  chocolate, 
and  cocoa. 

And  we  might  add  to  this  list  petroleum,  various  essences,  and 
benzol. 

Finally,  we  might  consider  a  monopoly  on  insiu-ance,  an  industry 
which  has  reached  a  high  poLut  of  development  in  Germany,  and  monop- 
olies on  electric,  gas,  and  water  power,  etc.  However,  in  the  case  of 
these  latter,  the  question  would  seem  to  be  very  comphcated,  and  the 
establishment  of  such  monopohes  would  undoubtedly  be  a  very  difficult 
problem. 

17.  Recapitulation 

The  monoplies  that  we  have  considered  in  the  preceding  paragraphs 
would  bring  in  the  following  annual  revenues: 

Tobacco   million  gold  marks 

Beer   200     "      "  " 
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5  million  gold  marks 

Sparkling  wmes    

Mineral  waters  and  lemonades  •  •  ^^^^^  mmhs 

Alcohol    

Acetic  acid   130  miUion  gold  marks 

Sugar   

Salt   2Q      «       "  " 

Matches  and  lighters   .      „  „ 

Illuminating  apparatus   ^ 

Playing  cards    

Flavoring  materials   

Coal   

~  .     1,530  million  gold  marks 

lOIAI,  

This  figure  might  of  course  be  considerably  increased  by  continuing 
the  tax  on  coal  and  establishing  a  monopoly  on  that  product,  and  by 
creatbg  monopohes  on  the  articles  named  in  paragraph  16,  which  are 
not  now  subject  to  a  tax  in  Germany. 

CHAPTER  ra.     COAL  DELn'ERIES 

During  the  last  three  years,  Germany  has  delivered  to  the  Entente 
53,000,000  tons  of  coal,  receiving  credit  from  the  Reparation  Commbsion 
to'the' amount  of  about  900,000,000  gold  marks. 

She  has,  therefore,  delivered  an  annual  average  of  slightly  over 
17,000,000  tons,  representing  a  "reparation  value"  of  about  300,000,000 
gold  marks  a  year,  and  she  has  been  credited  at  an  average  price  of  about 
17  gold  marks  a  ton. 

In  view  of  recent  events,  it  does  not  seem  unreasonable  to  assume 
that  Germany  would  find  no  difficidty  in  the  future  In  delivering  20,000,000 
tons  of  coal  a  year. 

Basing  oxir  calculations  on  the  prices  prevailing  during  the  last  three 
years  for  German  coal  (prices  which  have  indeed  been  very  low) ,  we  find 
that  the  annual  value  of  coal  deliveries  in  the  future  irould  then  amount  to 
3JiO,000,000  gold  marks,  and  this  figure  may  be  considered  a  minimum. 

It  goes  without  sajnng  that  these  deliveries  would  be  accompanied  by  a 
corresponding  credit  entry  in  the  German  budget. 

We  shall  not  take  up  here  the  value  of  other  deliveries  in  kind  that 
Germany  might  make,  for  example:  dyes,  pharmaceutical  products, 
chemicals,  etc.,  although  these  might  be  taken  into  consideration  later 
if  they  were  needed  to  complete  the  necessary  annuity. 

CHAPTER  rv.     SrAOTLNG  XTP  AST)  COXCLCSIOXS 

We  have  noted  in  the  preceding  chapters  that  an  annual  revenue  of 
1,000,000,000  gold  marks  should  be  derived  from  leasing  the  operation 
of  the'German  railroads. 
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^^^Pt^^n  T'/^^l^  shown  that  an  annual  revenue  of  1,530,000,000 

ZZ^     ft  ^^^^        -«-«P°l^-  tobacco, 

beer,  wines  and  alcohol,  sugar,  salt,  matches  and  illuminating  apparatus 

FmaJly,  we  have  seen  that  340,000,000  gold  marks  was  a  very  modest 
estimate  of  the  future  annual  deliveries  of  coal. 

We  thus  have  reached  an  annual  total  of  2,870,000,000  gold  marks 

Ihese  results  are  based  on  the  most  reasonable  estimates,  especially 
those  which  represent  the  proceeds  of  leasing  the  monopohes  of  articl^ 
of  common  consumption;  it  is  plain,  therefore,  that  thev  are  most  moderate 
and  might  even  allow  of  bemg  considerably  increased. 

The  annual  total  does  not  take  into  account  the  other  sources  which 
might  be  dra^-n  upon  in  securing  the  reparation  pavments  due  from 
Irermany,  as  for  instance,  participation  in  industrial  profits,  (which  is 
treated  m  another  survey),  and  in  the  proceeds  of  the  customs  duties. 


//.    Participation  in  German  Enterprises 

It  has  often  been  suggested  that  the  Allies  might  secure  a  partial  guar- 
anty for  the  "reparation"  debt  by  participating  either  in  the  capital  or 
the  revenues  of  German  mdustrial  and  commercial  enterprises. 

Numerous  more  or  less  definite  plans  along  these  hues  have  been  offered, 
the  most  interesting  probably  being  the  one  that  considers  the  participa- 
tion of  the  AUies  in  the  profits  of  German  industry  and  commerce,  through 
the  collection  of  a  real  "impot  cedulahe"  (bonded  tax)  on  the  revenues 
of  that  class. 

This  plan  would  work  out  as  follows: 

All  the  German  industrial,  financial  and  commercial  enterprises  except 
retail  houses,  middlemen,  and  very  small  businesses,  whether  operating 
as  joint-stock  companies,  hmited  habihty  companies,  private  companies, 
limited  companies,  etc.  or  private  enterprises,  would  all  be  requhed  to 
dehver  to  the  Reparation  Treasury  (Caisse  des  Reparations)  "Eons  de 
Participation"  (Participation  Bonds).  These  bonds  would  give  title  to 
25%  of  the  net  profits  realized  by  these  enterprises. 

Each  enterprise  would  be  required  to  dehver  the  proper  share  of  its 
profits  to  the  Caisse  des  Reparations  in  the  same  way  that  taxes  are 
paid  to  the  state;  and  this  obligation  would  be  subject  to  the  same  priv- 
ileges, and  the  same  methods  of  recovery  would  be  used  in  case  of  failure 
to  pay. 

The  Caisse  des  Reparations  would  be  empowered  to  take  any  necessary 
steps  to  verify  the  profits  declared  by  the  enterprises  (such  as  examination 
of  balance  sheets  and  profit  and  loss  accounts,  correspondence,  records, 
etc.),  and  it  would  have  power  to  prevent  fraud,  concealment  of  profits, 
etc. 
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Moreover,  sanctions  would  be  pro\dded  by  law  to  punish  any  attempts 
at  frustration,  concealment  of  profits,  refusals  to  give  information,  etc. 

Anv  disputes  that  might  arise  would  be  settled  by  an  arbitration  com- 
mission composed  of  representatives  of  the  Caisse  des  Reparations, 
representatives  of  German  industry,  and  German,  aUied,  and  possibly 
neutral  jurists. 

It  is  particularly  difficult  to  form  an  estimate  of  what  the  future  profits 
of  German  industry  and  commerce  wiU  be. 

It  is  not  even  possible  to  base  one's  calculations  on  the  record  of  the 
past,  because  there  are  no  statistics  on  all  the  mdustries.  The  only 
statistics  available  are  those  of  the  joint-stock  companies  known  as 
"Aktiengesellschaft".  These,  however,  are  the  most  important,  if  not 
in  number,  at  least  in  the  amount  of  capital  invested. 

In  the  following  paragraphs,  therefore,  we  shall  consider  only  these 
latter. 

The  number  of  "Aktiengesellschaften",  as  well  as  the  nominal  capital 
invested,  has  considerably  increased  during  the  last  ten  years,  as  is  shown 
by  the  following  table : 

No.  of  Total  nominal  capital. 

Year  Akliengesell^chajien       billions  of  marks 

1913    5,486  17.4 

1914    5,505  17.8 

1915    5,504  18.0 

1916    5,529  18.3 

1917    5,553  17.9 

1918    5,609  19.7 

1919    5,345  20.3 

1920    5,657  20.0 

1921    6,636  49.4 

1922    9,669  104.1 


This  total  nominal  capital  furnishes  no  indication,  of  course,  as  to 
the  market  value  of  the  stock.  But  if  the  current  quotations  are  con- 
sulted, it  will  be  seen  that  the  total  exchange  value  of  this  capital  has 
gone  from  30,700,000,000  marks  m  1913  to  724,300,000,000  paper  marks 
in  19-2-2. 

If  the  exchange  value  were  converted  into  gold  marks,  it  would  be 
apparent  that  the  increase  in  rates  on  a  paper  mark  basis  has  never 
been  nearly  suSicient  to  make  up  for  the  loss  of  value  due  to  the  deprecia- 
tion of  the  mark.  Thus,  if  the  total  exchange  value  of  7-24,000,000,000 
paper  marks  were  converted  into  gold  marks  on  the  basis  of  the  index 
numbers  of  wholesale  prices,  the  result  would  be  only  5,000,000,000 
gold  marks  in  192-2,  as  agamst  30,700,000,000  in  1913. 
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Does  this  mean  that  the  real  value  of  these  busmesses  has  dimmished 
proportionately?  Not  at  all.  The  number  of  companies  has  increased. 
IJie  old  companies  have  increased  their  capital.  The  majority  of  them 
have  acquired  real  estate,  made  important  purchases  of  property,  have 
put  m  extensive  improvements,  and  finally  there  is  not  the  slightest 
doubt  that  the  real  value  of  these  companies  as  a  whole  must  be  now 
higher  than  their  prewar  value.  The  fact  that  this  situation  is  not  re- 
vealed by  the  stock  exchange  quotations  is  only  another  of  the  many 
consequences  of  the  depreciation  of  the  mark,  which  has  an  unsettling 
effect  {agit  avec  un  certain  "d^calage")  on  the  prices  of  shares  as  weU  as  on 
the  prices  of  everything  else. 

In  order  to  obtain  a  more  accurate  idea  of  the  present  real  value  of 
German  industry  as  shown  in  the  joint-stock  companies,  it  would  probably 
be  necessary  to  take  the  gold  value  of  the  total  capital  quoted  in  1913, 
or  30,700,000,000  gold  marks,  and  to  add  to  it  at  the  different  periods 
of  issue  the  gold  value  of : 

1.  the  capital  of  companies  established  since  1913; 

2.  the  increases  of  capital  made  by  old  companies. 

These  figures  would  indicate  a  gold  value  at  the  times  of  issue  amount- 
ing to  36,500,000,000  gold  marks  for  the  total  joint-stock  companies  in 
1922. 

We  now  find  that  we  have  two  estimates.  The  first,  based  only  on 
the  rates  quoted  in  1922,  converted  to  a  gold  basis  in  accordance  with  the 
mdex  numbers  of  wholesale  prices,  gives  5,000,000,000  gold  marks.  The 
other,  based  on  the  value  quoted  in  1913  and  on  subsequent  acquisitions, 
gives  36,500,000,000  gold  marks. 

Which  of  these  two  estimates  should  be  followed.'' 

It  is  reasonable  to  suppose  that  if  the  mark  becomes  stabilized  and 
if  the  general  economic  situation  improves,  the  price  of  stocks  as  well 
as  of  everything  else  will  continue  to  rise  and  will  have  a  tendency  to 
become  fi^ed  at  a  new  level. 

However,  it  can  not  be  expected  that  these  prices  -will  become  fijced 
at  a  level  corresponding  to  the  prewar  prices. 

The  gold  value  of  the  total  capital  of  joint-stock  companies  will  finally 
therefore  become  fixed,  after  the  stabilization  of  the  mark,  at  a  point 
above  their  present  gold  value  of  5,000,000,000  gold  marks  and  less 
than  their  1913  gold  value  of  36,500,000,000  gold  marks.  It  seems  fair 
to  suppose  that  this  level  will  be  approximately  the  average  of  these 
two  figures,  and  it  appears  reasonable  to  hope  that  after  the  financial 
situation  of  Germany  is  stabilized  the  quoted  capital  of  the  joint-stock 
companies  will  represent  a  total  amount  of  about  20,000,000,000  gold 
marks. 

An  examination  of  the  profits  distributed  by  these  companies,  on  the 
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other  hand,  reveals  that  from  the  year  1913  up  to  the  present  they  have 
increased  from  9  to  25%  of  the  nominal  capital  and  decreased  from  o 
to  3V^%  of  the  quoted  capital.  ,  • 

It  is  onlv  logical  to  assume,  however,  that  after  the  general  situation  is 
improved,"  the  price  of  stocks  will  be  stabilized  at  a  pomt  which  will 
permit  of  a  5%  yield,  as  was  the  case  before  the  war 

Under  these  conditions,  a  revenue  of  11,000,000,000  gold  marks  could 
be  counted  on.  In  the  case  of  the  joint-stock  companies  alone,  therefore, 
the  AUies  would  participate  to  the  extent  of  250,000,000  gold  marks. 

These  are  purelv  h\-pothetical  figures  and  are  given  only  as  an  example. 
The  present  uncertainty  with  regard  to  Germany's  future  prevents  any 
more  definite  estimate. 

We  have  given  the  foregoing  considerations  only  in  order  to  show 
that  a  study  of  participation  by  the  Allies  in  the  profits  of  German  mdustry 
is  interesting  and  might  well  be  considered  in  any  attempt  to  find  the  best 
ways  of  securing  reparation  paj-ments. 

in.    Guaranties  for  Reparation  and  Balance  of  the  German  Budget 

In  recent  plans  consideration  has  been  given  to  the  subject  of  proper 

guaranties  for  the  financing  of  reparation. 
These  guaranties  were: 

1.  Proceeds  of  the  leasing  of  the  railroads; 

2.  Coal  deliveries,  and  later  of  other  products; 

3.  Participation  in  the  profits  of  German  enterprises; 

4.  Customs  duties; 

5.  Proceeds  of  an  alcohol  monopoly; 

6.  Proceeds  of  a  beer  monopoly; 

7.  Proceeds  of  a  tobacco  monopoly; 

8.  Proceeds  of  a  sugar  monopoly. 

There  is  one  fact  which  should  be  noted  with  regard  to  the  last  six  of 
these  guaranties. 

It  is  plain  that  if  the  proceeds  of  the  customs  duties,  a  portion  of  the 
industrial  and  commercial  profits,  and  the  proceeds  of  the  sugar,  beer, 
tobacco  and  sugar  monopolies  are  to  serve  as  guaranties  for  reparations, 
the  result  wUl  be  the  same  as  it  the  usual  corresponding  receipts  were 
deducted  from  the  German  budget.    In  fact: 

The  proceeds  of  customs  duties  are  no  longer  at  the  Reich's  disposal. 

With  regard  to  the  25%  participation  in  the  profits  of  enterprises,  it 
would  seem  diflScult  to  have  this  in  addition  to  the  tax  which  the  Reich 
collects  on  these  same  profits;  the  collection  of  the  tax  would  therefore 
have  to  be  discontinued. 
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FinaUy,  the  rental  expected  from  the  alcohol,  beer,  tobacco,  and  sugar 
monopohes  seems  mconsistent  with  the  tax  now  being  collected  by  the 
iteich  on  the  consumption  of  these  commodities. 

The  question  is  whether  if  these  taxes  were  discontmued  the  ensuing 
decline  m  receipts  would  be  sufficient  to  interfere  with  the  balance  of 
the  Lrerman  budget. 

This  is  a  point  which  we  shall  try  to  clear  up. 

It  should  be  remarked  first  of  aU  that  any  reference  to  the  budgets  since 
the  armistice  would  be  futile,  because  they  are  based  on  an  unstable  cur- 
rency and  show  ever  increasing  deficits. 

There  is  only  one  period  in  the  history  of  the  German  budget  when 
such  a  comparison  would  be  of  value.  That  is  the  period  embracing  the 
months  of  April,  May  and  June  1922,  during  which  the  value  of  the  mark 
fluctuated  very  slightly.^ 

During  these  three  months,  the  total  receipts  of  the  Reich  were 
57,000,000,000  paper  marks. 

The  expenses  for  this  period : 

For  general  cost  of  administration   30.4  biUion  paper  marks 

For  the  regies^   4  0  billion  paper  marks 

Hot  the  peace  treaty    billion  paper  marks 

Total   80.2  billion  paper  marks 

It  is  plam,  then,  that  during  these  three  months  the  budget  for  the 
general  administration  of  the  Reich,  not  including  expenses  incurred  in 
operating  the  regies  and  connected  with  the  peace  treaty,  showed  a 
surplus  of  27,000,000,000  paper  marks. 

It  is,  accordingly,  fair  to  say  that  if  the  value  of  the  mark  had  remained 
constant  during  the  rest  of  the  fiscal  period,  the  budget  for  general  admmis- 
tration  would  have  sho^-n  a  surplus  at  the  end  of  the  fiscal  year  of  around 
108,000,000,000  paper  marks,  the  equivalent  of  1,500,000,000  gold  marks. 

And  if  the  expenses  incurred  in  the  operation  of  the  regies  are  included, 
the  surplus  would  have  been  23,000,000,000  paper  marks  for  the  quarter, 
or  .92,000,000,000  paper  marks,  (equivalent  to  1,300,000,000  gold  marks) 
for  the  entire  fiscal  year. 

During  these  three  months  of  April  to  June,  1922,  what  were  the 
receipts  from  the  taxes  and  duties  which  we  are  considering  deducting 
from  the  German   budget.-*    The  receipts  in  question  are  definitely 

*  Average  gold  marks,  April,  1922   68.9 

paper  marks.  May,  1922    69.3 

June,  1922    .   74.8 

Three-month  period   71.0 

^  Government  offices  in  charge  of  operation  of  state  monopolies. 
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shown  in  the  accounts  published  each  month  by  the  German  Government 
except  those  derived  from  the  tax  on  business  profits,  which  are  mcluded 
in  the  income  tax  returns.    With  the  exception  of  these,  the  receipts  under 
consideration  were  as  follows: 


Customs  duties  

Consumption  tax  on  alcohol 
"    "  beer  . 
"         "    "  tobacco 
"  "    "   sugar  . 

Total  receipts  from  above  5  classes 


MiOions  of 
Paper 
Marki 

2,941,  or  5.1%  of  total  receipts  of  period 
1,055,  "   1.8%  ' 


149, 
2,441, 
115, 


0.3% 
4.3% 
0.2% 


6,701,  "  11.7% 


As  we  have  said  previously,  the  receipts  derived  from  the  tax  on  business 
profits  do  not  appear  in  the  Reich  accounts,  which  give  simply  the  total 
revenue  from  the  income  tax. 

It  is,  however,  possible  to  form  an  idea  of  the  probable  amount  of  such 
receipts.  V\e  know,  for  example,  that  the  net  profits  of  joint-stock 
companies  in  1922  were  12,000,000,000  marks.  Estimating  roughly 
that  the  profits  of  joint-stock  companies  represent  one  half  of  the  total 
profits  of  German  mdustry  and  commerce,  we  reach  a  figure  for  the 
latter  amounting  to  24,000,000,000  paper  marks  in  the  year  1922.  The 
15%  tax  imposed  on  these  profits  at  that  time  will  show  a  revenue  for 
the  year  of  3,600,000,000  paper  marks,  or  an  average  for  each  three 
months  of  900,000,000  paper  marks. 

In  our  preliminary  studies  we  can  use  this  figure  to  represent  the 
income  from  the  profits  tax  during  the  period  April  to  June,  1922.  It  is 
equivalent  to  1.6%  of  the  total  receipts  for  the  period. 

The  seven  classes  of  taxes  under  consideration  have  shown  a  revenue 
during  the  three  months  April  to  June,  1922,  of  7,600,000,000  paper  marks, 
or  13.3%  of  the  total  revenues  of  the  period. 

It  is,  therefore,  evident  that  if  the  receipts  of  the  seven  classes  of  taxes 
enumerated  above  were  deducted  from  the  revenues  of  the  Reich,  it  would 
still  have  at  its  disposal  for  the  quarter  under  discussion  the  sum  of 
49,400,000,000  paper  marks  (instead  of  57,000,000,000  paper  marks). 

The  surplus  of  the  budget  for  general  administration  during  this  period 
would  have  been  reduced  from  27,000,000,000  paper  marks  to 
19,400,000,000  paper  marks. 

And  the  surplus  of  the  budget  for  general  administration  during  the 
entire  year  would  accordingly  have  been  reduced  by  the  deduction  of 
these  seven  classes  of  income  from  108  to  77,600,000,000  paper  marks,  or 
from  1,500,000,000  to  about  1,000,000,000  gold  marks. 

It  would  have  been  further  reduced  to  660,000,000  gold  marks  if  we 


324 


WOBLD  PEACE  FOUNDATION 


had  deducted  the  340.000,000  gold  marks  representing  the  value  of 
the  coal  which  the  German  Government  is  to  pay  its  manufacturers  for 
reparations  deliveries. 

Basing  our  deductions  then  on  a  period  when  the  mark  was  compara- 
tively stable,  we  see  clearly  that  notwithstanding  the  deduction  of  the 
revenues  involved  in  the  guaranties  under  consideration,  the  German 
budget  for  general  administration  still  shows  a  surplus  at  the  end  of  the 
fiscal  period  amounting  to  about  1,000,000,000  gold  marks. 

There  accordingly  seems  to  be  no  doubt  that  under  normal  financial 
conditions  (with  the  mark  stabilized  and  the  budget  balanced)  these 
seven  classes  of  revenue  to  which  we  have  referred  can  be  deducted  from 
the  budget  without  in  any  way  endangering  its  balance. 
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I.    THE  UNITED  STATES  AND  REPARATION 

The  relation  of  the  United  States  to  reparation,  which  cul- 
minated in  the  acceptance  by  the  Secretary  of  State  of  appoint- 
ments of  American  citizens  as  reparation  experts,  has  been  con- 
tinuous but  always  unofficial.  Members  of  the  American  peace 
delegation  participated  in  the  organization  of  the  Reparation 
Commission  and  in  December,  1919,  Albert  Rathbone,  assistant 
secretary  of  the  Treasury,  was  instructed  to  attend  its  meetings. 
In  the  spring  of  19-20  Roland  W.  Boydeni  succeeded  him,  but  was 
withdra^vTi  on  February  19,  1921,  as  a  courtesy  of  the  Wilson 
Administration  to  its  successor,  which  was  due  to  take  office  on 
the  follo^-ing  March  4.  "\Mien  the  present  Administration 
came  into  power  it  was  felt  that  this  Government  should  not  forego 
the  opportunity  to  be  made  fully  cognizant  of  all  the  proceedings 
of  the  Reparation  Commission."^  The  desired  invitation  emanated 
from  David  Lloyd  George,  prime  minister  of  Great  Britain,  as 
president  of  the  Allied  Conference  sitting  in  London,  on  May  5, 

As  president  of  the  Allied  Conference,  which  is  just  completing  its 
sittings  in  London,  I  am  authorized  with  the  unanimous  concurrence 
of  all  the  powers  here  represented  to  express  to  the  United  States  Govern- 
ment our  feeling  that  the  settlement  of  the  international  difficulties  in 
which  the  world  is  still  involved  would  be  materially  assisted  by  the  co- 
operation of  the  United  States;  and  I  am,  therefore,  to  inquire  whether 
that  Government  is  disposed  to  be  represented  in  the  future,  as  it  was 
at  an  earlier  date,  at  alUed  conferences,  wherever  they  may  meet,  at  the 
Ambassadors'  Conference,  which  sits  at  Paris,  and  on  the  Reparation 
Commission. 

We  are  united  in  feeling  that  American  cognizance  of  our  proceedings 
and,  where  possible,  American  participation  in  them,  will  be  best  facili- 
tated by  this. 

The  following  reply  of  the  Government  of  the  United  States 
was  communicated  by  the  Secretary  of  State  to  the  British  ambas- 
sador on  May  6 : 

The  Government  of  the  United  States  has  received  through  the  British 
Ambassador  the  courteous  communication  in  which  you  state  that,  with 

1  Mr.  Boyden  resigned  to  take  effect  August  1,  1923,  and  was  succeeded  by 
James  A.  Logan. 

'  Secretary  Hughes  to  Senator  Lodge.  January  25,  1923. 
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the  unanimous  concurrence  of  the  powers  represented  at  the  Allied  Con- 
ference in  London,  you  are  to  inquire  whether  this  Government  is  disposed 
to  be  represented  in  the  future,  as  it  was  in  the  past,  at  allied  conferences, 
at  the  Conference  of  Ambassadors  in  Paris  and  on  the  Reparations  Com- 
mission. 

The  Government  of  the  United  States,  while  mamtaining  the  traditional 
policy  of  abstention  from  participation  in  matters  of  distinctly  European 
concern,  is  deeply  interested  m  the  proper  adjustments  and  in  the 
just  settlement  of  matters  of  world-wide  importance  which  are  under 
discussion  in  these  conferences,  and  desires  helpfully  to  co-operate  in 
the  deliberations  upon  these  questions. 

Mr.  George  Harvey,  appointed  ambassador  to  Great  Britain,  will  be 
mstructed  on  his  arrival  in  England  to  take  part  as  the  representative 
of  the  President  of  the  United  States  in  the  deliberations  of  the  Supreme 
Council.  The  American  ambassador  to  France  will  be  instructed  to 
resume  his  place  as  unofficial  observer  on  the  Conference  of  Ambassadors, 
and  Mr.  Roland  W.  Boyden  will  be  instructed  to  sit  again  in  an  unofficial 
capacity  on  the  Reparation  Commission. 

The  Government  of  the  United  States  notes  with  pleasure  your  ex- 
pression of  the  belief  of  the  representatives  of  the  allied  Governments 
assembled  in  London  that  American  co-operation  in  the  settlement  of 
the  great  international  questions  growing  out  of  the  World  War  will  be 
of  material  assistance. 

According  to  David  Lloyd  George,*  a  proposal  to  appoint  a 
committee  of  experts  to  attempt  a  settlement  of  the  problem 
under  the  Reparation  Commission  was  made  "in  October,  1922, 
by  the  Secretary  of  State  of  the  United  States  of  America,  first  of 
all  to  France.  France  turned  it  down.  It  was  then  communicated 
to  our  ambassadors  by  the  Secretary  of  State.  He  made  a  speech 
in  December,  1922.  .  .  .  He  made  that  speech  because  nobody 
took  any  notice  of  his  communications.  He  made  that  in  despair. 
I  was  under  the  impression  that  that  was  his  way  of  making  the 
oflFer  to  Europe,  and  I  thought,  frankly,  that  it  was  not  a  very 
good  way  of  doing  it.  Then  I  discovered  that  Mr.  Secretary 
Hughes  communicated  it  formally  to  the  Governments,  and  no 
notice  was  taken  of  it  at  all."  The  former  British  premier's 
intimation  had  been  made  in  Washington.  In  December,  1922, 
Senator  Borah  introduced  an  amendment  to  the  naval  bill  to 
provide  for  an  international  economic  conference  in  which  the 
'  House  of  Commons,  January  15,  1924,  London  Times,  January  16,  p.  18. 
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United  States  would  participate.  A  letter  from  the  President 
in  which  he  stated  that  "it  is  whoUy  inconsistent  to  invite  a 
conference  for  the  consideration  of  questions  in  dealing  ^ith 
which  the  Government  is  denied  all  authority  by  act  of  Congress 
was  read  to  the  Senate  on  the  ^28th.  The  ensuing  debate  brought 
from  Senator  McCormick  the  statement  that  "negotiations  are 
known  to  be  pending."  The  President's  letter,  because  it  states 
more  clearlv  than  any  other  official  document  the  real  reason 
whv  the  United  States  has  not  taken  any  constructive  part  in 
"a 'world  situation  which  is  of  deep  concern  to  the  United  States, 
is  printed  herewith. 

Secretary  of  State  Hughes  deUvered  an  address  before  tHe 
American  Historical  Association  at  New  Haven  on  December  29 
in  which  he  discussed  several  current  subjects  in  foreign  relations. 
The  latter  part  of  this  address  was  entitled  "Economic  Conditions 
in  Europe."  It  was  recognized  as  a  frank  statement  of  position 
and  embodied  a  definite  proposal  that  "men  of  the  highest  financial 
authority"  be  im-ited  to  report  on  "the  amount  to  be  paid  and 
upon  a  financial  plan  for  working  out  the  payments."  He  had 
"no  doubt  that  distinguished  Americans  would  be  wilUng  to  serve 
in  such  a  commission."  In  any  case  the  experts  should  be  free 
"from  any  responsibihty  to  foreign  offices  and  from  any  duty  to 
obey  pohtical  instructions."  He  hoped  "that  the  way  may  soon 
be  found  for  a  frank  discussion  and  determination  of  what  is 
essentially  an  economic  problem." 

The  secretary's  hope  was  expressed  at  the  time  when  the  Repara- 
tion Commission  was  declaring  defaults  of  Germany  by  split 
votes  and  just  pre\-ious  to  the  reconvening  of  the  Interallied 
Conference  at  Paris  on  January  2,  1923.  That  conference  was  so 
busy  with  mutual  disagreement  concerning  the  British  and  French 
proposals,  which  are  appended  to  Chapter  I,^  that  the  American 
offer  received  no  attention.  There  followed  the  entrance  into 
the  Ruhr  on  January  10  and  the  ensuing  tension  and  disagreement, 
which  did  not  begin  to  dissipate  until  October,  1923. 

On  October  12,  1923,  the  Marquess  Curzon,  who  had  in  the 
interval  been  engaging  in  controversy  with  M.  Poincare  as  recorded 
in  Chapter  II,'  took  advantage  of  a  press  reference  to  a  statement 
by  President  Coohdge  that  the  Hughes  speech  still  held  good, 

'  World  Peace  Foundation,  Reparation,  Part  IV. 
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,  u  any  inquiry  were  undertaken,  "the  majority 

oi  the  Alhes  might  still  hope  for  American  co-operation." 

Secretary  Hughes  replied  at  length  on  October  15.  In  substance, 
the  Government  of  the  United  States  was  "entirely  wilhng  to  take 
part  m  an  economic  conference  in  which  all  the  European  Allies 
chiefly  concerned  in  German  reparations  participate."  This 
conference  would  be  "advisory."  The  United  States  was  "not 
in  a  position  to  appoint  a  member  of  the  Reparation  Commission 
inasmuch  as  such  an  appointment  can  not  be  made  without  the 
consent  of  the  Congress."  The  secretary  had  "no  doubt  that 
competent  American  citizens  would  be  willing  to  participate  in 
an  economic  inquiry  for  the  purposes  stated,  through  an  advisory 
body  appointed  by  the  Reparation  Commission,"— a  statement 
in  direct  reply  to  an  inquiry  of  Marquess  Curzon. 

It  will  be  noticed  that  this  correspondence  contemplated  either 
an  international  conference  or  an  inquiry  under  the  Reparation 
Commission,  to  either  of  which  the  United  States  was  agreeable, 
provided  it  did  not  officially  participate.  Immediately  after  the 
pubUcation  of  the  notes  on  October  26  there  occurred  an  ap- 
parently acute  controversy  between  the  United  States  and  Great 
Britain  on  one  side  and  France  on  the  other.  In  reality,  France 
accepted  the  Reparation  Commission  expert  inquiry  proposal  of 
the  British  note,  but,  while  this  was  done  quietly,  strenuous  objec- 
tions in  a  press  campaign  were  made  to  the  conference  proposal. 
\yhen  the  smoke  cleared  away  it  seemed  that  the  British  proposal 
had  been  defeated  and  that  a  French  proposal  for  expert  com- 
mittees under  the  Reparation  Commission  had  been  adopted. 
This  appearance  was  heightened  by  a  French  communique  of 
October  28,  which  emphasized  French  opposition  to  reduction 
of  the  German  obligation. 

It  was  upon  a  French  motion  that  the  Reparation  Commission 
on  November  30,  1923,  voted  to  appoint  committees  of  experts 
to  pursue  inquiries  into  means  of  balancing  the  German  budget 
and  of  stabilizing  the  German  currency.  A  third  committee  was 
to  examine  the  export  of  German  capital  on  the  theory  that 
German  private  funds  were  being  held  abroad  in  order  to  avoid 
reparation  payments.  The  United  States  was  formally  invited  on 
December  5  by  the  Reparation  Commission  to  participate  in  the 
first  two  committees,  and  the  German  Government  two  days  later 
repeated  the  invitation. 
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The  United  States,  it  was  stated  in  the  reply  of  December  12, 
was  "not  in  a  position  to  be  represented  on  these  committees, 
but  it  ^-iewed  "with  favor  the  acceptance  by  American  experts 
of  invitations  to  participate." 

1.   Letter  of  the  President  EEiATrra   to   .^x  Lxteknatioxal 
conterexce 

The  White  House 
WASHrs-GTOX,  December  27,  1922. 

My  dear  Senator  Lodge: 

Replj-ing  to  vour  inquiry  relative  to  the  proposed  amendment  to  the 
pending  naval  bill,  authorizing  and  requesting  the  President  to  caU  an 
economic  conference  to  deal  with  conditions  in  the  war-torn  nations 
of  Europe,  I  write  to  say  that  I  know  of  no  prohibition  against  such  an 
expression  on  the  part  of  the  Congress,  but  I  do  frankly  question  the 
desirabihty  of  such  an  expression.  I  think  it  is  undesirable  because 
of  false  impressions  which  may  be  conveyed  thereby  to  Europe,  and 
even  more  undesirable  because  of  the  wrong  impression  it  conveys  to  our 
own  {jeople. 

On  the  face  of  things  it  is  equivalent  to  saj-ing  that  the  Executive 
branch  of  the  Government,  which  is  charged  with  the  conduct  of  for- 
eign relations,  is  not  fully  aUve  to  a  world  situation  which  is  of  deep 
concern  to  the  United  States. 

As  a  matter  of  fact,  the  European  situation  has  been  given  most  thorough 
and  thoughtful  consideration  for  many  months.  "Without  questioning 
the  good  faith  of  the  proposal,  I  am  very  sure  it  would  have  been  more 
seemly,  and  the  action  of  the  Congress  could  be  taken  much  more  intel- 
ligently, if  proper  inquiry  had  been  made  of  the  State  Department  relative 
to  the  situation  in  which  we  are  trjing  to  be  helpful.  Of  necessity,  the 
communications  of  the  State  Department  relative  to  delicate  matters 
among  nations  can  not  be  bulletined  from  day  to  day,  but  the  situation 
is  never  withheld  from  members  of  Congress  who  choose  to  inquire  for 
confidential  information  in  a  spirit  of  co-operation.  Such  inquiry  would 
have  revealed  the  futUity  of  any  conference  call  until  it  is  understood  that 
such  a  conference  would  be  welcomed  by  the  nations  concerned,  within 
the  limits  of  discussion  which  the  expressed  will  of  Congress  compels  this 
Government  to  imp)ose. 

In  ratifj-ing  the  treaty  of  peace  with  Germany,  the  Senate  made  a 
reservation  that  the  United  States  should  not  be  represented  on  the 
Reparation  Commission  without  consent  of  the  Congress,  and  no  such 
consent  has  been  given.  Moreover,  in  creating  the  World- War  Debt 
Fimding  Commission,  that  body  was  restricted  to  explicit  terms  for 
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rates  of  interest  and  ultimate  time  of  payment.  If  Congress  really 
means  to  facilitate  the  task  of  the  Government  in  dealing  with  the 
Jiuropean  situation,  the  first  practical  step  would  be  to  free  the  hands 
ot  the  Executive  so  that  helpful  negotiations  may  be  undertaken 

It  IS  quite  generally  accepted  that  the  adjustment  of  the  question  of 
reparation  must  underhe  any  economic  rehabUitation  of  Europe  and 
reparation  can  not  be  settled  without  the  consent  of  Governments'  con- 
cerned. The  United  States  can  not  assume  to  say  to  one  nation  what  it 
shall  pay  m  reparation  nor  to  another  nation  what  it  shall  accept. 

In  discussions  with  foreign  Governments,  the  previous  Administra- 
tion and  the  present  Admhiistration  have  insisted  that  the  question  of 
European  debts  to  the  United  States  is  distmct  and  apart  from  the  question 
of  reparation,  but  European  nations  hold  a  contrary  view,  and  it  is  wholly 
inconsistent  to  invite  a  conference  for  the  consideration  of  questions, 
m  dealing  with  which  the  Government  is  denied  all  authority  by  act 
of  Congress. 

So  far  as  the  limitation  of  land  armaments  is  concerned,  there  seems 
to  be  at  this  time  no  more  promising  prospect  of  accomplishment  than 
when  the  conference  was  held  in  Washington  a  year  ago.  Here,  again, 
I  venture  to  warn  the  Senate  against  the  suggestion  to  our  own  people 
or  a  gesture  of  promise  to  the  world  which  can  not  be  fulfilled  until  the 
nations  directly  concerned  express  their  readmess  to  co-operate  to  such  an 
end. 

With  respect  to  a  limitation  of  auxiliary  types  of  naval  craft,  which 
are  not  limited  by  the  present  naval  treaty,  it  is  to  be  said  that  such 
an  agreement  is  much  to  be  desired,  whenever  practicable,  but  we  may 
reasonably  postpone  our  further  endeavors  along  that  line  until  the 
agreements  made  at  the  Washington  Conference  secure  the  final  sanc- 
tion of  all  Governments  concerned. 

Very  truly  yours, 

Wakeen  G.  Harding. 

Hon.  Henry  Cabot  Lodge, 
United  States  Senate, 
Washington,  D.C. 

2.    Address  of  Secretary  of  State  Hughes,  New  Haven,  December 
29,  1922 

(Excerpt) 

The  economic  conditions  in  Europe  give  us  the  greatest  concern.  They 
have  long  received  the  earnest  consideration  of  the  Administration.  It 
is  idle  to  say  that  we  are  not  interested  in  these  problems,  for  we  are 
deeply  interested  from  an  economic  standpoint,  as  our  credits  and  markets 
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are  involved,  and  from  a  humanitarian  standpoint,  as  the  heart  of  the 
ImericL  pc^^ple  goes  out  to  those  who  are  in  distress.  \Ne  can  not 
dSZ  'e^f  theTe  problems  by  caUing  them  European,  for  they  are  world 
problems  and  we  can  not  escape  the  injurious  consequences  of  a  failure 

*''The^  ^e.'^however,  European  problems  in  the  sense  that  they  can 
not  be'  solved  without  the  consent  of  European  Governments.  \Ne  can 
not  consent  for  them.    The  key  to  the  settlement  is  in  their  hands,  not 

"'t^c  crux  of  the  European  situation  Ues  in  the  settlement  of  reparations. 
There  will  be  no  adjustment  of  other  needs,  however  pressmg,  until  a 
definite  and  accepted  basis  for  the  discharge  of  reparation  claims  has 
been  fixed.  It  is  futile  to  attempt  to  erect  any  economic  structure  in 
Europe  until  the  foundation  is  laid. 

How  can  the  United  States  help  in  this  matter.'  ^Ye  are  not  seekmg 
reparations.  We  are  indeed  asking  for  the  reimbursement  of  the  costs 
of  our  armv  of  occupation;  and  with  good  reason,  for  we  have  maintamed 
our  armv  in  Europe  at  the  request  of  the  Allies  and  of  Germany  and 
under  an  agreement  that  its  cost  with  like  army  costs  should  be  a  first 
charge  upon  the  amounts  paid  by  Germany.  Others  have  been  paid 
and  we  have  not  been  paid. 

But  we  are  not  seeking  general  reparations.  We  are  bearing  our  own 
burden  and  through  our  loans  a  large  part  of  Europe's  burden  in  addition. 
No  demands  of  ours  stand  in  the  way  of  a  proper  settlement  of  the  repara- 
tion question. 

Of  course  we  hold  the  obligations  of  European  Governments  and  there 
has  been  much  discussion  abroad  and  here  with  respect  to  them.  There 
has  been  a  persistent  attempt  ever  since  the  armistice  to  link  up  the  debts 
owing  to  our  Government  with  reparations  or  with  projects  of  cancel- 
lation. This  attempt  was  resisted  in  a  determined  manner  under  the 
former  Administration  and  under  the  present  Administration.  The 
matter  is  plain  enough  from  omr  standpoint.  The  capacity  of  Germany 
to  pay  is  not  at  all  affected  by  any  indebtedness  of  any  of  the  Allies  to 
us.  That  indebtedness  does  not  diminish  Germany's  capacity,  and  its 
removal  would  not  increase  her  capacity.  For  example,  if  France  had 
been  able  to  finance  her  part  in  the  war  without  borrowing  at  all  from 
us,  that  is,  by  taxation  and  internal  loans,  the  problem  of  what  Germany 
could  pay  would  be  exactly  the  same.  Moreo'ver,  so  far  as  the  debtors 
to  the  United  States  are  concerned,  they  have  unsettled  credit  balances, 
and  their  condition  and  capacity  to  pay  can  not  be  properly  determined 
until  the  amount  that  can  be  realized  on  these  credits  for  reparations  has 
been  determined. 

The  Administration  must  also  consider  the  difficulty  arising  from  the 
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fact  that  the  question  of  these  obhgations  which  we  hold,  and  what  shaU 
be  done  with  them,  is  not  a  question  within  the  province  of  the  Executive 
Wot  on  y  may  Congress  deal  with  public  property  of  this  sort  but  it 
has  dealt  with  it.  It  has  created  a  commission  and  instead  of  giving 
that  commission  broad  powers  such  as  the  Administration  proposed,  which 
quite  apart  from  cancellation  might  permit  a  sound  discretion  to  be 
exercised  in  accordance  with  the  facts  elicited,  Congress  has  placed 
defanite  restrictions  upon  the  power  of  the  commission  in  providing  for 
the  refunding  of  these  debts. 

But  what  is  our  attitude  toward  the  question  of  reparations,  standing 
as  It  does  as  a  distinct  question  and  as  one  which  can  not  be  settled  unless 
the  European  Governments  concerned  are  able  to  agree? 

We  have  no  desire  to  see  Germany  relieved  of  her  responsibility  for 
the  war  or  of  her  just  obligations  to  make  reparation  for  the  injuries  due 
to  her  aggression.  There  is  not  the  slightest  desire  that  France  shall 
lose  any  part  of  her  just  claims.  On  the  other  hand,  we  do  not  wish  to 
see  a  prostrate  Germany.  There  can  be  no  economic  recuperation  in 
Europe  unless  Germany  recuperates.  There  will  be  no  permanent  peace 
unless  economic  satisfactions  are  enjoyed.  There  must  be  hope  and 
industrj^  must  have  promise  of  reward  if  there  is  to  be  prosperity.  We 
should  view  with  disfavor  measures  which  instead  of  producing  reparations 
would  threaten  disaster. 

Some  of  our  own  people  have  suggested  that  the  United  States  should 
assume  the  role  of  arbiter.  There  is  one  sufficient  answer  to  this  sugges- 
tion, and  that  is  that  we  have  not  been  asked  to  assume  the  role  of  arbiter. 
There  could  be  no  such  arbitrament  unless  it  were  invited,  and  it  would 
be  an  extraordinary  and  unprecedented  thing  for  us  to  ask  for  such  an 
invitation. 

I  do  not  think  that  we  should  endeavor  to  take  such  a  burden  of 
responsibility.  We  have  quite  enough  to  bear  without  drawing  to  our- 
selves all  the  ill-feeling  which  would  result  from  disappointed  hopes  and  a 
settlement  which  was  viewed  as  forced  upon  nations  by  this  country 
which  at  the  same  time  is  demanding  the  payment  of  its  debts. 

But  the  situation  does  call  for  a  settlement  upon  its  merits.  The  first 
condition  of  a  satisfactory  settlement  is  that  the  question  should  be 
taken  out  of  politics.  Statesmen  have  their  difficulties,  their  public 
opinion,  the  exigencies  wliich  they  must  face.  It  is  devoutly  to  be  hoped 
that  they  will  efiFect  a  settlement  among  themselves,  and  that  the  coming 
meeting  at  Paris  will  find  a  solution.  But  if  it  does  not,  what  should  be 
done?  The  alternative  of  forcible  measures  to  obtain  reparations  is  not 
an  attractive  one.  No  one  can  foretell  the  extent  of  the  serious  con- 
sequences which  might  ensue  from  such  a  course.  Apart  from  political 
results,  I  believe  that  the  opinion  of  experts  is  that  such  measures  will 
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what  can  be  done,    l^^he  e  n  ^^^.^  ^^^^^.^^^ 

rnt ImTc  one  ".S^one  be  regarded.    Sentiment,  however  natural 
muS  be  disregarded;  mutual  recrimmations  are  of  no  avad;  re^•lews  o 
Te  pas  ,  whe5,er  accurate  or  maccurate,  promise  nothmg;  assertions  of 
blame  o^  the  one  hand  and  excuses  on  the  other  come  to  °augM 

There  ought  to  be  a  wav  for  statesmen  to  agree  upon  what  Germany 
caIpav,?or' no  matter  what  claims  may  be  made  against  her,  that  is  the 
Umit'of  satisfaction.  There  ought  to  be  a  way  to  determme  that  hnu^ 
and  to  pro^-ide  a  financial  plan  by  which  immediate  results  can  be  obtained 
Sd  the  European  nations  can  feel  that  the  fomidation  has  been  laid 
for  their  mutual  and  earnest  endeavors  to  bring  about  the  utmost  prosper- 
itv  to  which  the  industry  of  their  people  entitles  them. 

Ji  statesmen  can  not  agree,  and  exigencies  of  pubHc  opmion  make  their 
course  difficult,  then  there  should  be  called  to  their  aid  those  who  can 
point  the  way  to  a  solution.  .^     -j.    ■  c 

^\•hv  should  thev  not  invite  men  of  the  highest  authority  m  finance 
in  their  respective  countries-men  of  such  prestige,  experience  and  honor 
that  their  agreement  upon  the  amount  to  be  paid,  and  upon  a  fanancial 
plan  for  working  out  the  payments,  would  be  accepted  throughout  the 
world  as  the  most  authoritative  expression  obtamable?  Governments 
need  not  bind  themselves  in  advance  to  accept  the  recommendations 
but  thev  can  at  least  make  possible  such  an  inquiry  with  their  approval 
and  free  the  men  who  may  represent  their  country  in  such  a  commission 
from  anv  responsibility  to  foreign  offices  and  from  any  duty  to  obey 
poUtical  "instructions.    In  other  words,  they  may  invite  an  answer  to  this 
difficult  and  pressing  question  from  men  of  such  standing  and  m  such 
circumstances  of  freedom  as  will  insure  a  reply  prompted  only  by  knowl- 
edge and  conscience.    I  have  no  doubt  that  distinguished  Americans 
would  be  willing  to  serve  in  such  a  commission.    If  Governments  saw 
fit  to  reject  the  recommendation  upon  which  such  a  body  agreed,  they 
would  be  free  to  do  so,  but  they  would  have  the  advantage  of  impartial 
advice  and  of  an  enlightened  pubHc  opinion.    Peoples  would  be  informed, 
the  question  would  be  rescued  from  assertion  and  counter-assertion,  and 
the  problem  put  upon  its  way  to  solution. 

I  do  not  beheve  that  any  general  conference  would  answer  the  purpose 
better,  much  less  that  any  political  conference  would  accomplish  a  result 
which  premiers  find  it  impossible  to  reach.  But  I  do  beheve  that  a  small 
group,  given  proper  freedom  of  action,  would  be  able  soon  to  devise  a 
proper  plan.    It  would  be  time  enough  to  consider  forcible  measures  after 
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such  an  opportunity  had  been  exhausted.  Such  a  body  would  not  only 
be  expert  but  friendly.  It  would  not  be  bound  by  special  official  obliga- 
tions; It  would  have  no  animus  and  no  duty  but  to  find  and  state  the 
truth.  In  a  situation  which  requires  an  absence  of  technicality  and 
immunity  from  interference,  I  hope  that  the  way  may  soon  be  found 
tor  a  frank  discussion  and  determination  of  what  is  essentiaUy  an  economic 
problem. 

The  United  States  has  the  most  friendly  and  disinterested  purpose  in 
this  matter,  and  wishes  to  aid  in  any  practicable  way.  But  it  is  idle  to 
naake  suggestions  which  arouse  false  hopes  and  are  so  impracticable  that 
they  can  not  bear  fruit.  On  the  other  hand,  there  lies  open  a  broad  avenue 
of  opportunity  if  those  whose  voluntary  action  is  indispensable  are  willing 
to  take  advantage  of  it.  And,  once  this  is  done,  the  avenues  of  American 
helpfulness  can  not  fail  to  open  hopefully. 

3.  British-American  Exchange  on  Reparation  Inqtjirt 

i.  The  British  Secretary  of  Foreign  Affairs  to  the  British  Chargi  d' Affaires 

at  Washington 
(Communicated  to  the  Secretary  of  State,  October  13,  1923) 

The  information  which  reaches  America  will  have  acquainted  the 
American  Government  with  the  extremely  critical  economic  position 
that  has  arisen  in  Europe  owmg  to  failure  to  find  any  solution  for  the 
reparation  problem,  which  daily  becomes  more  acute  as  the  financial 
and  political  condition  of  Germany  grows  worse.  There  does  not  appear 
to  be  among  the  European  powers  that  unity  of  thought  which  either 
renders  common  action  feasible  or  will  be  successful  in  finding  an  early 
solution.  His  Majesty's  Government  have  during  the  past  nine  months 
made  a  series  of  proposals  to  their  Allies  for  meeting  these  difficulties, 
none  of  which  has  been  so  fortunate  as  to  meet  with  a  measure  of  accept- 
ance sufficient  to  bring  about  common  action.  And  yet,  without  such 
action,  not  merely  Germany,  but  Europe,  appears  to  be  drifting  into 
economic  disaster.  In  these  circumstances  His  Majesty's  Government 
have  for  long  entertained  the  belief  that  the  co-operation  of  the  United 
States  Government  is  an  essential  condition  of  any  real  advance  toward 
settlement.  America,  by  reason  of  her  position  and  history,  is  more 
disinterested  than  any  of  the  European  powers.  At  the  same  time  she 
is  directly  and  vitally  concerned  with  the  solution  of  the  European  prob- 
lem, if  for  no  other  reason,  because  in  it  is  involved  the  question  of  the 
interallied  debt. 

When  Mr.  Hughes  made  his  declaration  in  December  last,  both  Great 
Britain  and  Germany  made  it  clear  that  they  would  warmly  welcome  the 
proffered  assistance;  and  whenever  the  suggestion  has  been  revived  it 
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has  met  with  the  hearty  approval  of  His  Majesty  s  Government;  the 
F^enA  Government  hitherto  has  taken  a  different  view.  This  lack 
If  unUv  t%o  far  as  His  Majesty's  Government  are  aware,  the  sole  reason 
whv  the  proposal  has  not  been  proceeded  with.  ,      „  „ 

Hi  Majestv's  Government  were  already  engaged  m  formulatmg  an 
inquirv  to  th;  United  States  Government  as  to  the  manner  m  which 
iB  the  opinion  of  the  latter,  the  united  action,  which  is  the  common 
desideratum,  could  best  be  brought  about  when  they  read  m  the  pres 
vesterdav  morning  a  declaration,  reported  to  have  been  made  by  President 
Coolid-e  that  the  American  Government  rest  on  theu-  proposal  of  Decem- 
ber last.  His  :Majestv's  Government  warmly  welcome  this  declaration, 
and  hope  that  thev  are  justified  in  deducing  from  it  that  if  the  European 
powers  wiU  join  in  such  an  inquiry,  America  will  render  the  promised 

"^Tf^^  Alajestv's  Government  have  rightly  interpreted  the  statement 
of  the  President,'  and  if  thev  may  count  upon  an  encouragmg  reception 
bebg  given  to  such  a  proceeding,  they  will  not  hesitate  to  m%nte  the 
immediate  co-operation  of  their  AUies  in  Europe  in  an  invitation  to  the 
United  States  Government  to  assist  in  the  proposed  inqmry,  by  deputing 
a  delegate,  whether  official  or  unofficial,  to  take  part  m  it.  If,  on  the 
other  hand,  it  were  proposed  to  hold  such  an  inquiry  although  complete 
unanimitv  had  not  been  forthcoming  at  this  end,  might  His  Majesty's 
Government  and  the  majority  of  the  Alhes  stiU  hope  for  American  co- 
operation? Alternatively,  if  it  were  proposed  that  such  an  inquiry  should 
be  intrusted  to  the  Reparation  Commission  or  to  a  body  appointed  by  it, 
would  America  still  be  willmg  to  participate? 

It  is  in  the  firm  belief  that  the  American  Government  have  it  in  theu- 
power  to  render  a  great  service  to  the  seciu-ity  and  peace  of  the  world 
that  his  Majesty's  Government,  speaking  in  the  name  of  the  whole 
British  Empire  as  represented  in  the  Imperial  Conference  now  assembled 
in  London,  desire  to  associate  themselves  with  the  renewed  proposal  of 
the  President,  and  they  will  be  glad  to  receive  from  the  American  Govern- 
ment any  suggestion  that  the  latter  may  be  disposed  to  offer  in  reply  to 
the  questions  which  I  have  ventured  to  put. 

ii.  Aide  Mhnoire  of  the  Secretary  of  State  to  the  British  Chargi  d' Affaires 

DEPARTiTENT  OF  StaTE, 

Washln-gtox,  October  15,  1923. 

In  reply  to  the  communication  of  His  Majesty's  Charge  d' Affaires  of 
October  13,  the  Secretary  of  State  desires  again  to  express  the  deep 
interest  of  the  United  States  in  the  economic  situation  in  Europe  and  its 
readiness  to  aid  in  any  practicable  way  to  promote  recuperation  and  a 
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re-estabhshment  of  economic  stabUity.    The  Government  of  the  United 
btates  has  viewed  with  deep  concern  the  lack,  as  His  Majesty's  Govern- 
ment expresses  it,  of  that  unity  of  thought  on  the  part  of  the  European  I 
powers  essential  to  common  action.    The  views  of  the  Government  of  ^ 
the  United  States  as  to  the  importance  of  agreement  among  the  AUies 
and  the  relations  of  the  Government  of  the  United  States  to  the  question 
mvolved  were  set  forth  in  the  statement  of  the  Secretary  of  State  to  which 
His  Majesty's  Government  refers,  and  these  views  are  still  held.    It  is 
observed  that  His  Majesty's  Government  states  that  Great  Britain  and 
Germany  made  it  clear  that  the  proflFered  assistance  would  be  warmly 
welcomed  by  them  and  that  His  Majesty's  Government  has  always  heartUy 
approved  the  suggestion,  then  made  by  the  Secretary  of  State,  whenever 
It  has  been  revived,  and  that  so  far  as  His  Majesty's  Government  is  aware, 
the  sole  reason  why  the  proposal  has  not  been  proceeded  with  has  been  | 
lack  of  unanimity  among  the  interested  powers.  I 
It  is  believed  that  present  conditions  make  it  imperative  that  a  suitable  f 
financial  plan  should  be  evolved  to  prevent  economic  disaster  in  Europe, 
the  consequence  of  which  would  be  world  wide.    It  is  hoped  that  existing 
circumstances  are  propitious  for  the  consideration  of  such  a  plan  inasmuch 
as  the  abandonment  of  resistance  on  the  part  of  the  German  Govern- 
ment will  present  a  freer  opportunity  and  an  immediate  necessity  for 
establishing  an  economic  program.    The  Government  of  the  United 
States  is,  therefore,  entirely  willmg  to  take  part  in  an  economic  confer- 
ence in  which  all  the  European  Allies  chiefly  concerned  in  German  repara- 
tions participate,  for  the  purpose  of  considering  the  questions  of  the 
capacity  of  Germany  to  make  reparation  payments  and  an  appropriate 
financial  plan  for  securing  such  payments.   It  is  deemed  advisable, 
however,  to  emphasize  the  following  points: 

1.  Confirming  what  was  said  by  the  Secretary  of  State  in  his  statement 
of  last  December  to  which  you  refer,  the  Government  of  the  United  States 
has  no  desire  to  see  Germany  relieved  of  her  responsibility  for  the  war  or 
of  her  just  obligations.  There  should  be  no  groimd  for  the  impression 
that  a  conference,  if  called,  should  have  any  such  aim  or  that  resistance  to 
the  fulfillment  of  Germany's  obHgations  has  any  support.  It  should  be 
evident  that  in  the  efifort  to  attain  the  ends  in  view,  regard  must  be  had  to 
the  capacity  of  Germany  to  pay  and  to  the  fundamental  condition  of 
Germany's  recuperation,  without  which  reparation  payments  will  be 
impossible. 

2.  Such  a  conference  should  be  advisory;  not  for  the  purpose  of  binding 
Governments,  who  would  naturally  be  unwilling  to  pledge  their  acceptance 
in  advance,  but  to  assure  appropriate  recommendations  by  a  thoroughly 
informed  and  impartial  body  intent  upon  the  solution  of  the  difficult 
pending  problems  upon  their  merits. 
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3.  The  Secretary  of  State  notes  the  observation  in  the  communication 
of  His  Majesty's  Government  that  the  European  problem  is  of  direct  and 
vital  interest  to  the  United  States,  "if  for  no  other  reason,  because  the 
question  of  the  interallied  debt  is  involved  therein."  The  Government  of 
the  United  States  has  consistently  maintained  the  essential  difference  be- 
tween the  questions  of  Germany's  capacity  to  pay  and  of  the  practicable 
methods  to  secure  reparation  payments  from  Germany,  and  the  payment 
by  the  Allies  of  their  debts  to  the  United  States,  which  constitute  distinct 
obligations.  In  the  statement  of  the  Secretary  of  State,  to  which  His 
Majesty's  Government  refers,  it  was  said: 

"The  matter  is  plain  enough  from  our  standpoint.  The  capacity  of 
Germany  to  pay  is  not  at  all  affected  by  any  indebtedness  of  any  of  the 
Allies  to  us.  That  indebtedness  does  not  diminish  Germany's  capacity, 
and  its  removal  would  not  increase  her  capacity.  For  example,  if  France 
had  been  able  to  finance  her  part  in  the  war  without  borrowing  at  all 
from  us,  that  is,  by  taxation  and  internal  loans,  the  problem  of  what 
Germany  could  pay  would  be  exactly  the  same.  Moreover,  so  far  as  the 
debtors  to  the  United  States  are  concerned,  they  have  unsettled  credit 
balances,  and  their  condition  and  capacity  to  pay  can  not  be  properly 
determined  imtU  the  amount  that  can  be  realized  on  these  credits  for 
reparations  has  been  determined. 

"The  Administration  must  also  consider  the  difficulty  arising  from 
the  fact  that  the  question  of  these  obligations  which  we  hold  and  what 
shall  be  done  with  them  is  not  a  question  within  the  pro\'ince  of  the 
Executive.  Not  only  may  Congress  deal  with  public  property  of  this 
sort,  but  it  has  dealt  with  it.  It  has  created  a  commission  and,  instead 
of  gi^Tng  that  commission  broad  powers  such  as  the  Administration  pro- 
posed, which  quite  apart  from  cancellation  might  permit  a  sound  dis- 
cretion to  be  exercised  in  accordance  with  the  facts  elicited,  Congress 
has  placed  definite  restrictions  upon  the  power  of  the  commission  in 
providing  for  the  refunding  of  these  debts." 

It  is  hardly  necessary  to  add,  as  it  has  frequently  been  stated  by  the 
Government  of  the  United  States,  that  while  the  American  people  do 
not  favor  cancellation  of  the  debts  of  the  Allies  to  the  United  States  or  of 
the  transfer  to  the  people  of  the  United  States  of  the  burden  of  Germanv's 
obligations,  directly  or  indirectly,  the  Government  of  the  United  States 
has  no  desire  to  be  oppressive  or  to  refuse  to  make  reasonable  settlements 
as  to  time  and  terms  of  payment,  in  full  consideration  of  the  circumstances 
of  the  aUied  debtors.  It  may  be  added  that  the  establishment  of  sound 
economic  conditions  in  Europe,  the  serious  reduction  of  militarv  outlavs 
and  the  demonstration  of  a  disposition  of  European  peoples"  to  work 
together  to  achieve  the  aims  of  peace  and  justice  wiU  not  faU  to  have  their 
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proper  influence  upon  American  thought  and  purpose  in  connection 
with  such  adjustments. 

In  further  reply  to  the  communication  of  His  Majesty's  Government, 
it  may  be  said  that  the  Government  of  the  United  States  is  not  in  a 
position  to  appoint  a  member  of  the  Reparation  Commission  inasmuch 
as  such  an  appointment  can  not  be  made  without  the  consent  of  the 
Congress.  The  Secretary  of  State  has  no  doubt,  however,  that  com- 
petent American  citizens  would  be  willing  to  participate  in  an  economic 
inquiry,  for  the  purposes  stated,  through  an  advisory  body  appointed  by 
the  Reparation  Commission  to  make  recommendations  in  case  that 
coiu-se  after  further  consideration  should  be  deemed  preferable. 

As  to  the  further  question,  whether  American  co-operation  in  an 
inquiry  for  the  purposes  described  in  the  communication  of  His  Majesty's 
Government  could  be  hoped  for  in  case  imanimity  of  the  European 
powers  could  not  be  had,  the  Government  of  the  United  States  must 
again  express  the  view  that  the  questions  involved  can  not  be  finally 
settled  without  the  concurrence  of  the  Em-opean  Governments  directly 
concerned.  Other  Governments  can  not  consent  for  them;  and  it  would 
manifestly  be  extremely  difficult  to  formidate  financial  plans  of  such 
importance  and  complexity  without  the  participation  of  those  whose 
assent  is  necessary  to  their  fulfillment.  In  view  of  the  existing  exigencies 
it  is  hoped  that  the  project  of  such  an  inquiry  as  is  contemplated  of  an 
advisory  natiu-e,  might  commend  itself  to  all  these  powers  and  that  the 
question  suggested  will  not  arise.  But  if  it  should  arise,  through  lack 
of  unanimity  on  the  part  of  the  Em-opean  powers,  the  Government 
of  the  United  States  must  reserve  decision  as  to  its  course  of  action  in 
order  that  the  developments  in  such  a  contingency  may  be  fully  consid- 
ered and  that  com-se  taken  which  will  give  best  promise  of  ultimate 
success  in  securing  the  desired  end  of  re-establishing  the  essential  con- 
ditions of  European  peace  and  economic  restoration.  To  the  attainment 
of  that  end,  it  may  be  repeated,  the  Government  of  the  United  States 
desires  to  lend  its  assistance  in  any  manner  that  may  be  found  feasible. 

4.  Communique  of  the  French  Foreign  Office,  October  28,  1923 
The  French  Government  in  its  reply  to  the  British  Government  con- 
cerning the  creation  of  a  committee  of  experts,  bases  its  authority  upon 
Par.  7,  Annex  II,  to  Part  VIII  of  the  treaty  of  Versailles,  permitting  the 
constitution  of  such  committees.  This  paragraph  empowers  the  com- 
mission  to  nominate  aU  functionaries,  agents  and  employees  necessary 
to  the  execution  of  its  functions,  to  create  committees,  the  members  of 
which  are  not  necessarily  chosen  from  the  commission,  and  to  give 
such  functionaries,  agents  and  committees  full  powers  and  authority. 
Thus  the  Reparation  Commission,  acting  within  the  hmits  of  its  powers, 
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may  designate  such  experts,  the  help  of  whom  appears  necessary  in  order 
to  obtain  the  information  it  requires. 

Thus  this  in  no  wav  implies  on  the  part  of  the  commission  any  abandon- 
ment of  its  powers/which  it  retains  integrally;  the  uiformation,  advice 
and  recommendations  it  would  receive  from  such  a  committee  would 
have  no  other  object  than  to  enlighten  it,  as  in  the  case  of  the  experts 
now  employed  by  the  commission,  which  has  the  authority  to  increase 
their  number. 

On  the  other  hand,  Par.  9,  Annex  11  to  Part  ^T^  of  the  treaty  permits 
the  commission  to  hear  all  arguments  and  testimonials  presented  by 
Germanv  upon  any  questions  relating  to  the  latter's  capacity  for  paj-ment. 
The  above  paragraph  interprets  that  part  of  Art.  234  in  which  it  is  said 
that  the  commission  must  study  from  time  to  time  the  resources  of  Ger- 
many, and,  after  having  given  the  representatives  of  that  country 
equitable  facilities  to  be  heard,  has  full  powers  to  extend  the  period  or 
modify  the  methods  of  payments  fixed  by  Art.  233. 

Thus  Germany,  although  not  represented  upon  the  committee  of 
experts,  may  be  heard  by  them  and  present  all  arguments  and  e\-idence, 
the  latter  not  necessarily  from  German,  but  also  neutral  and  even  allied 
sources.  The  experts,  or  a  group  of  experts,  can  in  no  case  infringe  upon 
the  powers  of  the  commission,  which  are  fixed  by  Art.  234,  which  specif- 
ically states  that  the  commission  alone  can  extend  delays  and  modify 
the  form  of  payments  to  be  made  in  conformity  with  Art.  233. 

Art.  233  itself  stipulates  that  in  the  event  Germany  should  fail  to  meet 
her  obHgations  and  payments  as  scheduled  by  the  commission,  all  the 
balance  remaining  unpaid  must  be  carried  forward  to  payments  to  be 
received  in  following  j'ears,  according  to  decisions  of  the  commission. 
But  with  this  the  powers  of  the  commission  end.  It  can  agree  to  no 
further  decrease  without  special  authorization  from  the  various  Govern- 
ments represented  on  the  commission. 

Furthermore,  according  to  Art.  233,  the  Allied  and  Associated  Govern- 
ments may  even  intervene  in  the  settlement  of  the  yearly  balances  remain- 
ing impaid,  and,  although  the  commission  has  the  authority  to  carry 
such  balances  to  following  years  it  can  not  cancel  such  debts,  such  action 
being  determined  by  the  Allied  and  Associated  Governments. 

The  net  results  of  the  interpretations  of  the  above  text  are  that,  although 
the  commission  may  determine  the  methods  of  payment  of  German 
debts,  extend  the  period  and  modify  the  methods  of  such  payments, 
it  can  not  make  any  reduction  whatsoever,  such  reductions  only  being 
granted  by  the  unanimity  of  the  creditor  nations. 

Thus  France  wiU  not  accept  that  a  committee  of  experts  make  any 
changes  in  the  amount  of  the  debt  as  fixed  May  1,  1921,  and  will  give  its 
consent  to  no  reduction  whatsoever  in  the  amount  of  the  obligations  of 
Germany  as  determined  by  the  Reparation  Commission  in  May,  1921. 
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5.   Requests  that  Americans  Participate  in  Work  of  Committees 
OF  Experts 

(Reprinted  from  Department  of  State  Releases) 

i.  The  President  of  the  Reparation  Commission  to  the  American  Unofficial 

Observer 

Paris,  December  5,  1923. 

My  dear  Mr.  Logan: 

I  have  just  had  a  conversation  with  our  colleague,  Monsieur  Delacroix, 
upon  the  observations  which  you  have  exchanged.  In  order  to  give  you 
more  definite  information  and  to  clear  up  points  which  might  leave 
doubts  in  your  mind,  we  desire  to  furnish  you  with  more  precise  details. 

The  first  committee  of  experts  will  endeavor  to  find:  (a),  the  means  of 
balancing  the  budget;  (&),  the  measures  to  be  taken  to  stabilize  the 
currency.  Concerning  the  stabilization  of  the  cmrency  the  experts  would 
be  invited  first  of  all  to  determine  the  conditions  to  be  realized  in  order 
that  a  currency  could  be  stabilized  and  then  the  measures  to  be  progres- 
sively taken  so  as  to  realize  all  of  these  conditions. 

As  the  stabilization  of  the  currency  necessitates  budget  equilibrium 
the  experts  would  similarly  be  invited  to  study  in  detail  the  receipts  and 
the  expenditures  of  the  Reich  as  well  as  of  the  different  states. 

The  Reparation  Commission  would  ask  the  experts  to  give  it  in  all 
sincerity  their  professional  opinion  on  the  questions  submitted  to  them. 

Monsieur  Delacroix  and  I  hope  that  it  may  lead  your  Government  to 
acquiesce  in  the  acceptance  of  invitations  by  American  experts  to  partic- 
ipate in  the  labors  of  the  committees.  Furthermore,  if  you  accept  this 
suggestion  I  am  quite  prepared  to  submit  it  to  the  Reparation  Conmiission. 

Accept,  etc. 

(Signed)  Louis  Barthou 

a.  The  German  Ambassador  to  the  Secretary  of  Stale 

German  Embassy, 
Washington,  D.C,  December  7,  1923. 

The  Honorable,  the  Secretary  of  State,  Washington,  D.C.: 
Mr.  Secretary  of  State, 

Under  instructions  received  from  my  Government  I  have  the  honor  to 
inform  your  Excellency  as  follows: 

The  Reparation  Commission  having  decided  to  appoint  two  com- 
missions, of  which  one  is  to  examine  German  capital  abroad  and  the 
other  the  financial  situation  and  currency  conditions  of  Germany,  the 
German  Government  is  of  the  opinion  that  through  the  proceedmgs  of 
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the  latter  commission  important  progress  could  be  made  toward  tibe 
!oktion  of  the  problems  underlying  economic  recovery  My  Govern- 
mtnt  holds  the  v-iew  that  this  aim  can  only  be  achieved  if  the  Umted 
States  co-operates  in  said  commission.  .  -t 

I  would  therefore  be  much  appreciated  by  my  Government  if  the 
Government  of  the  United  States  were  to  agree  to  the  participation  of 
an  American  expert  in  said  commission.  v.-  i  » 

A^pt.  Mr.  Secretary  of  State,  the  renewed  assurance  of  my  highest 

consideration.  ^^.^^^  Wiedfeldt 

iii.  The  American  Unofficial  Observer  to  the  Present  of  the  Reparation 

Commission 

Pabis,  December  12,  1923. 

My  dear  Monsieur  Barthou: 

I  have  not  failed  to  inform  my  Government  of  your  letter  of  December 
5th  Mv  Government  is  deeply  interested  in  the  economic  recuperation 
of  Europe  and  is  gratified  to  learn  of  the  proposal  for  the  establishment 
by  the  Reparation  Commission  of  two  committees  of  experts  for  the 
purpose  stated.  My  Government  notes  the  statement  in  your  letter 
that  the  first  committee  of  experts  will  endeavor  to  find:  (a),  the  means 
of  balancing  the  budget  of  Germany,  and  (6),  the  measures  to  be  taken 
to  stabUize  its  currency;  and  that  to  this  end  the  experts  wUl  be  mvited 
to  determine  the  conditions  to  be  realized  in  order  that  a  currency  can 
be  stabihzed  and  the  measures  to  be  progressively  taken  so  as  to  realize 
all  of  these  conditions,  and  also  that  they  will  be  invited  to  study  in  detail 
the  receipts  and  expenditures  of  the  Reich  as  well  as  of  the  different  states. 

It  has  been  made  clear  in  our  interviews  that  the  Government  of  the 
United  States  is  not  in  a  position  to  be  represented  on  these  committees, 
but  my  Government  believes  that  the  proposed  inquiries  will  be  of  great 
value  and  it  views  with  favor  the  acceptance  by  American  experts  of 
in\-itations  to  participate  in  the  work  of  the  committees. 

It  is  hoped  that  through  these  committees  practicable  and  just  solutions 
of  the  pending  problems  may  be  foimd. 

Accept,  etc., 

(Signed)  James  A.  Logan 


II.    COMMITTEES  OF  EXPERTS 


The  Reparation  Commission  on  November  30,  1923,  unani- 
mously adopted  the  following  resolution: 

In  order  to  consider,  in  accordance  with  the  provisions  of  Art.  234  of 
the  treaty  of  Versailles,  the  resources  and  capacity  of  Germany,  and 
after  giving  her  representatives  a  just  opportunity  to  be  heard,  the 
Reparation  Commission  decides  to  create  two  committees  of  experts 
belonging  to  Allied  and  Associated  countries. 

One  of  the  committees  would  be  intrusted  with  considermg  the  means 
of  balancmg  the  budget  and  the  measures  to  be  taken  to  stabilize  the 
currency. 

The  other  would  consider  the  means  of  estimating  the  amount  of  ex- 
ported capital  and  of  brLuging  it  back  to  Germany. 

It  will  be  noticed  that  this  resolution  does  not  specify  the 
period  for  which  German  capacity  to  pay  is  to  be  studied.  The 
original  French  motion  of  November  13,  had  specified  that  the 
expert  studies  should  "furnish  the  Reparation  Commission  with 
the  data  for  the  decision  by  which  German  payments  for  the 
three  years,  1924,  1925  and  1926,  would  be  fixed."  On  the  other 
hand,  the  British  delegate  had  proposed  that  the  studies  should 
include  "without  fear  or  partiality  all  the  causes  which  have 
brought  about  the  desperate  situation  in  which  Germany  finds 
itself,"  thus  opening  the  way  to  an  inquiry  on  the  occupation 
of  the  Ruhr.  The  resolution  as  voted  left  both  points  out  of 
account.^ 

The  President  of  the  United  States  on  December  11  announced 
the  willingness  of  that  Government  that  Americans  serve  on 
the  expert  committees.  The  following  day  the  notes  between 
the  President  of  the  Reparation  Commission  and  the  American 
unofficial  observer  were  given  to  the  press.  These  notes  made 
it  clear  that  the  Reparation  Commission  was  at  liberty  to  select 
experts  from  nationals  of  the  "Allied  and  Associated  countries," 
as  proposed  in  the  resolution.  The  choice  of  experts  occupied 
the  commission's  time  until  December  27,  when  the  constitution 
of  the  committees  was  announced  as  follows: 

First  Committee — Balance  of  the  German  budget  and  stabiliza- 
tion of  German  money 

^Le  Temps,  December  2,  1923,  p.  1. 
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United  States-General  Charles  G    Dawes,  president  of  the 
Central  Trust  Company,  Chicago;  ,  -r.,   .  • 

Owen  D   YocNG.  ^-ice-president  of  the  General  Electric 
Company,  New  York.  ^  n  n  v 

r«.at  Britain— Sir  Robert  Molesworth  Ejxdersley, 

pred^nt  of  Lazard  Bros.,  Ltd.,  director  of  the  Bank  of 
England,  governor  of  the  Hudson's  Bay  Company, 
president  of  the  National  Sa^•ings  Committee; 
Sir  Josiah  Charles  Sta^p,  K.  B.  E.  D  Sc.,  F  C.  I.  S.,  secre- 
tary of  the  Nobel  Industries,  Ltd.,  and  formerly  assist- 
ant secretary-  of  the  Board  of  Inland  Revenue. 
France-Jean  Parmextier,  formerly  director  of  the  general 
movement  of  funds  in  the  Ministrv'  of  Fmance,  manager 
of  the  Credit  Foncier  de  France; 
Edgard  Aixix,  professor  of  the  faculty  of  law.  Pans. 
Italy_Dr.  Alberto  Pirelli,  industrialist; 

Prof.  Federico  Flora,  professor  of  the  science  of  hnance. 
University  of  Bologna.  ,  ,  i  * 

Belgium— Baron  Maurice  Hoctart,  member  of  the  Chamber  of 
Representatives,  banker; 
Emile  Francqui,  minister  of  state,  vice  governor  of  the 
General  Society  of  Belgium. 
Second  Commiitee—hiqmTy  on  German  capital  abroad 
United  States— Henrj'  M.  Robixson,  president  of  the  First 

National  Bank  of  Los  Angeles,  Calif. 
Great  Britain— Rt.  Hon.  Reginald  McKexxa,  P.  C,  president 
of  the  Midland  Bank,  formerly  Chancellor  of  the  Ex- 
chequer. 

France— Andre  Laure>-t-Atthalik.  director  of  the  Banque 

de  Paris  et  des  Pays-Bas. 
Italy— Dr.  Mario  Alberti.  vice  director  general  of  the  Credito 

ItaUano. 

Belgium— Albert-Edouard  Janssen,  director  of  the  National 
Bank  of  Belgium. 

The  first  committee  met  at  Paris  on  January  14,  and  the  second 
committee  on  January  21.  General  Dawes  was  made  president 
of  the  first  committee,  and  Mr.  McKenna  of  the  second.  Mr. 
Dawes'  introductorj-  speech  struck  a  key-note  to  which  both 
committees  responded  throughout  their  work  and  which  set  an 
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attitude  to  which  the  governments  put  themselves  out  to  conform 

oomnl  r  ^^S^^^^^S  «^  the  inquiries  and  th^ 

completion  of  the  reports. 

1.   Installation  of  the  Committees 

Official  Communique  No.  1 

tlJr.£°°'°K"r^''f*?'^  ^''^^  consideriBg  the  means  of  balancing 
the  German  budget  and  the  measures  to  be  taken  to  stabilize  the  cur 
NovT^b    ^       y-^.-^^on  Commission  created  by  decision  o  the  30th 
AstorS   '  '  """"'^^      '^'^  "  "'^I^'^k,  at  the 

The  Chairman  of  the  Reparation  Commission,  M.  Louis  Bahthou 
welcomed  the  members  of  this  committee  in  the  foU;wbg  terms™ 
Gentlemen: 

The  Reparation  Commission,  m  welcoming  you  to  your  official  functions, 
desires  both  to  emphasize  the  importance  of  the  task  assigned  to  you 
and  to  thank  you  for  having  accepted  it,  some  of  you  coming  from  so 
far,  m  a  spirit  of  responsiveness  and  unselfishness  which  is  universallv 
appreciated. 

We  do  not  expect  of  you  the  miracle  of  a  sudden  solution  of  the  repara- 
tion problem,  but  we  confidently  hope  that  your  competence,  your  experi- 
ence and  your  authority  wiU  contribute  to  hasten  the  results  to  which 
our  eflForts  are  directed.  The  Treaty  of  Versailles  is  our  charter,  as  it 
will  be  yours,  and  it  is  within  the  framework  of  that  treaty,  under  Article 
234,  that  you  will  pursue  your  inquiry  in  full  independence  and  with 
signal  impartiality. 

The  balancing  of  the  budget  and  the  stabilization  of  the  currency, 
which  are  closely  connected,  are  the  preliminary  and  essential  conditions 
for  the  settling  of  reparation.  We  place  at  your  disposal  the  reports 
drawn  up  by  our  interallied  services  and  National  Delegations,  together 
with  all  documents  you  may  require.  You  will  be  free  to  choose  your 
own  procedure.  Under  the  Treaty,  Germany  is  entitled  to  a  just  oppor- 
tunity of  being  heard,  and  you  will  hear  her  representatives  in  the  manner 
you  may  think  most  suitable.  In  the  interest  of  all,  we  earnestly  hope 
that  her  Government  and  administrative  services  will  facilitate  your 
work,  which  is  already  so  difficult  and  complex. 

Some  solution  must  be  found.  It  is  not  only  Germany  and  her  creditors 
who  are  interested  in  the  reparation  problem;  it  may  be  said  without  exag- 
geration that  the  peace  of  the  whole  world  depends  upon  its  settlement. 

Gentlemen,  we  ask  you  courageously  to  set  to  work,  to  produce  the 
opinions  which  the  Commission  has  unanimously  demanded  of  you. 
Take  your  time,  but  let  it  be  no  longer  than  is  necessary.  We  expect 
much  of  you.    The  whole  Commission  rejoices  that  American  citizens 
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have  come  to  co-operate  with  the  Mied  experts;  this  wiU  greatly  rein- 
force the  authoritv  cf  the  Committee's  findings. 

I  ask  General  Dawes,  on  behalf  of  the  Reparation  Commission,  to 
preside  over  vour  labors;  his  weU-known  competence  and  that  energy 
which  is  kno«Ti  to  legend,  wUl  help  you  to  bring  them  to  a  speedy  and 
successful  conclusion. 

Address  of  Chakles  G.  Dawes,  PEEsmENT  of  the  Fibst  CoinnTTEE. 
Ja^nxart  14,  19^4 

The  difficulties  involved  in  the  determination  of  the  Allied  policy,  both  in 
time  of  war  and  in  time  of  peace,  are  little  realized  by  the  average  citizen 
in  aU  countries.  To  him,  it  seems  strange  that  eventual  common  sense 
agreements  which,  in  times  of  emergency  characterize  Allied  policy,  come 
about  so  slowly.  He  does  not  realize  the  barriers  which  must  first  be 
beaten  down,  erected  by  national  pride,  and  the  pride  and  selfish  interest 
of  different  .\llied  officials,  whose  powers  are  affected  by  any  act  of  coercive 
interallied  co-ordination,  and  the  incessant  misrepresentations  and  in- 
tolerable interjections  of  those  foul  and  carrion-lo%-ing  ^Tiltures— the 
nationalistic  demagogues  of  all  countries — who  would  exploit  their  piti- 
ful personalities  out  of  a  common  misfortune. 

Let  me  illustrate.  Napoleon's  &4th  maxim  of  war  was  "Nothing  in 
war  is  more  important  than  a  central  command — under  one  chief."  This 
great  principle  was  realized  and  accepted  at  the  beginning  of  the  war  by 
all  the  military  authorities  in  the  world,  and  yet,  after  nearly  four  years 
of  warfare  and  the  unnecessary  loss  of  millions  of  Uves.  and  hundreds 
of  miUions  in  material  wealth,  the  Germany  army  on  March  21,  1918, 
struck  at  the  junction  of  the  British  and  French  armies  and  broke  through 
because  of  the  lack  of  a  central  command  controlling  the  proper  disposi- 
tion of  reserves. 

The  British  army  was  forced  back  upon  its  Hue  of  communication 
toward  the  channel  ports.  The  French  army  was  forced  back  upon  its 
line  of  communication  toward  Paris,  and  a  gap  was  opened.  Then  it  was 
that  the  AUies,  facing  the  abyss,  yielded  part  of  their  sovereign  power  for 
the  time  being  to  the  central  command  imder  Foch,  which  paved  the 
way  to  the  Allied  ^nctory. 

What  brought  about  the  complete  Allied  co-operation  in  time  of  war.' 
Nothing  but  overwhelming  emergency!  And  when  victory  came  and 
the  treaty  of  Versailles  was  signed,  what  again  have  we  seen,  but  those 
same  natural  forces  and  immutable  laws  of  human  nature  which  pre- 
vented an  earlier  agreement  upon  a  central  Allied  command  in  time  of 
war,  operating  to  prevent  a  common  Allied  plan  in  time  of  peace. 

TMiat  is  the  question  of  to-day?  Upon  what  does  the  success  of  this 
committee  depend?  Upon  the  powers  of  persuasion?  Primarily,  no! 
Uf)on  honesty  and  ability?    Primarily,  no!    It  depends  chiefly  upon 
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whether,  in  the  pubHc  mind  and  conscience  of  the  Allies  and  of  the  world, 
there  is  an  adequate  conception  of  the  great  disaster  which  faces  each  ally 
and  Europe  unless  common  sense  is  crowned  king. 

Does  this  conception  exist?  We  do  not  know,  but  we  shall  know.  To 
this  knowledge  of  whether  this  conception  exists,  the  result  of  our  work 
and  the  action  of  the  Reparation  Commission  thereon  will  perhaps  be 
the  final  contribution. 

As  an  American  citizen,  invited  to  this  place  by  the  Reparation  Com- 
mission, I  can  speak  neither  for  the  Government  of  the  United  States  nor 
for  the  American  people,  but  as  an  mdividual  I  can  say  that  I  have  read, 
in  shame  and  humiliation,  the  outpourings  of  the  American  nationalistic 
demagogues  who  undertake  to  lecture  Europe  in  order  to  lift  themselves 
into  some  petty  office  or  maintain  political  popularity. 

Surely  I  have  as  much  right  as  they  to  express  my  individual  opinion 
of  the  attitude  held  by  the  great  inarticulate  mind  and  conscience  of  my 
people.  Mr.  Yoimg  and  I  will  endeavor  to  express  it  in  oiu-  actions  upon 
this  committee.  We  come,  humble  in  opinion,  knowing  that  there  is  no 
barrier  against  the  acquiring  of  knowledge  like  the  pride  of  preconceived 
opinion.  We  come,  knowing  that  you  know  much  more  about  your  own 
affairs  than  we  do.  We  come,  realizing  the  sacrifices  which  you  have  made 
for  the  victory  to  which  our  people  also  contributed  and  of  which  we  share 
the  benefits. 

We  know  that  1,385,000  of  the  flower  of  France's  youth,  946,000  of 
Great  Britain's  youth,  460,000  of  Italy's  youth,  40,000  of  Belgium's  youth, 
and  127,000  of  Serbia's  youth,  together  with  the  precious  bodies  of  our 
own  American  youth,  lie  buried  close  together  here,  across  the  sea.  We 
know  that  from  their  sacrifice  has  come  the  great  desire  on  the  part  of  all 
peoples  to  make  it  worth  while  for  their  sakes,  as  well  as  for  those  who 
live  and  are  to  live  hereafter  in  the  world. 

We  come,  only  wanting  to  be  helpful  to  you  who,  with  superior  knowl- 
edge and  longer  experience,  will  take  the  initiative  in  the  search  for  a  com- 
mon sense  agreement. 

We  come,  determined  that  nothing  shall  prevent  our  full  usefulness,  if 
we  have  any,  to  you,  in  a  work  which  is  yoiu-s. 

In  the  last  war  I  was  the  Chief  of  Supply  and  Procurement  for  the 
American  Expeditionary  Forces,  under  command  of  General  Pershing. 
In  the  vanguard  of  our  army  I  came  with  empty  hands.  Our  great  com- 
mander General  Pershing,  at  the  date  of  our  entry  into  the  war,  was  faced 
with  the  necessity  of  building  a  line  of  communication  and  other  installa- 
tions which  would  care  for  his  eventual  army. 

Dm-ing  the  first  seven  months  from  the  time  we  landed  in  France,  there 
were  shipped  to  us  from  America  only  357,000  ship  tons  of  supphes  and  yet, 
when  the  Americans  sailed  back  to  the  United  States,  it  had  required  over 
17,000,000  tons,  of  which  10,000,000  had  been  furnished  chiefly  by  France 
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and  Great  Britain,  already  stripped  of  resources  by  tliree  years  of  dev- 

"'^S  wfc'me.  we  stood  empty-handed,  reaching  to  our  friends  for 
needed  suppUes.  You  mav  be  sure  that  we  did  not  start  to  teU  oui  Alhes 
itt  grTmen  we  were  and  how  much  we  knew^  At  their  feet,  humble 
in  opinion,  out  of  their  larger  experience,  we  tried  to  learn  the  lessons  of 

war  emergency.  ,    ,   n    >  j.   

Great  Britain  furnished  us  ships  to  transport  the  bulk  of  our  troops;  we 
fired  onlv  French  ammunition  from  French  guns;  our  artillery  was  carried 
into  action  bv  French  horses;  we  flew  French  airplanes;  at  the  begmnmg, 
it  was  Belgian  locomotives  which  carried  our  materials.  Italy  furnished 
us  men  to  work  upon  our  lines  of  communication.  AU  of  our  Aihes, 
from  their  depleted  stocks,  helped  us  with  a  generosity  to  express 
gratification  for  which  I  find  no  adequate  terms,  but  there  was  one 
supply  in  which  our  great  Government  did  not  fail,  and  that  w^  m  the 
supply  of  two  million  splendid  men,  who,  under  General  Pershmg, 
marched  and  fought  with  your  heroic  troops  in  the  final  great  and 
victorious  struggle. 

With  these  memories  of  old  associations,  is  it  surprismg  that  1  feel  as  if  i 
had  come  among  friends?  With  the  confidence  and  belief  in  each  other 
which  we  had  during  the  war  and  the  love  which  has  come  from  past 
associations  in  common  difficulties;  with  the  belief  that  in  the  Pro^•idence 
of  God,  humanity  is  facing  brighter  days,  and  with  the  prayer  that  how- 
ever little,  as  individuals,  may  be  our  contribution  to  better  things,  it  will 
be  all  we  have,  let  us  approach  our  common  work. 

Now,  let  us  consider  for  a  minute  the  situation  here  as  it  is  confronted 
by  two  American  business  men  who  some  three  weeks  ago  were  in\-ited 
by  the  Reparation  Commission  to  give  it  detailed  attention  m  connection 
with  the  proposed  work  which  we  start  to-day.  Like  other  citizens 
of  our  own  and  other  countries,  our  information  consisted  of  what  we 
had  read  m  the  newspapers  and  gained  from  conversation  with  others 
presumably  better  informed. 

We  had  seen  the  Allies,  finally  really  united  under  a  single  command, 
obtain  a  mihtary  \-ictory  which  we  had  supposed  was  the  precursor  of  a 
better  world.  For  five  years,  since  that  time  and  the  signing  of  the  treaty 
of  Versailles.we  had  seen  the  Allies  losing  the  unity  of  understanding  which 
is  always  essential  to  real  peace  and  progress.  We  had  come  to  know — 
in  common  vdih  the  citizens  of  all  nations — that  at  last  that  lack  of  power 
to  agree  upon  a  common  attitude  and  common  action  had  brought  aU 
Europe  to  a  most  critical  and  dangerous  situation. 

Finding  ourselves  then,  as  true  American  citizens,  thus  suddenly  called 
upon  by  the  Reparation  Commission,  we  devoted  ourselves  to  making  our 
own  diagnosis  of  our  environments  with  the  advantage — if  it  may  be 
called  such — of  access  to  expert  information. 
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This  IS  no  time  to  mince  words.  What,  to-day,  at  the  inception  of  the 
work  of  this  committee,  have  we  found?  In  the  first  place,  we  see  an 
impenetrable  and  colossal  fog-bank  of  economic  opinion,  ba^ed  upon 
premises  of  fact,  which  have  changed  so  rapidly  as  to  make  the  bulk  of 
them  worthless,  even  if  they  were  in  agreement.  With  all  due  respect 
to  the  great  ability  of  those  experts  who  have  wandered  through  this 
gloomy  labjTmth,  they  could  not  have  failed  to  come  out  m  opposite 
directions.  They  were  confronted  with  the  necessity  of  finding  stable  con- 
clusions where  no  conditions  were  stable.  If,  m  their  computations  de- 
signed to  clarify  the  mind,  they  dealt  with  the  mark,  the  next  week  the 
mark  was  something  else;  if  they  dealt  with  the  dollar,  the  pound,  the 
French  or  Belgian  franc  or  the  Italian  lira,  there  was  one  value  in  exchange 
for  each,  and  another  in  internal  purchasing  power;  if  they  dealt  with  gold 
there  were  values  in  pre-war  gold  and  postwar  gold  to  be  considered.  In 
general  we  faU  to  fimd  much  value  in  economic  arguments  based  upon 
what  ought  to  be  instead  of  what  is — based,  in  other  words,  upon  a  con- 
stantly changing  status  quo. 

In  the  meantime,  while  these  immense  hbraries — for  they  can  be 
called  by  no  other  name — of  legal  arguments,  of  more  or  less  obsolete 
statistics  and  of  economic  discussion,  were  being  laboriously  compiled 
for  five  years,  the  foundations  of  economic  Germany  have  weU-nigh 
crumbled  away,  and  with  them,  the  productivity  of  Germany. 

Again,  as  the  world  has  seen  the  economic  life  of  Germany  ebbing  away, 
the  credit  of  all  the  European  Allies  has  felt  a  preliminary  shock,  because 
the  world  realizes  that  if  the  German  people  lose  their  capacity  to  work, 
Germany  loses  the  capacity  to  pay  those  reparations  which  are  so  great 
an  element  in  European  solvency. 

It  would  seem  that  the  situation,  as  it  has  developed  in  the  minds  of 
your  American  members  of  this  committee,  must  have  been  regarded 
in  much  the  same  way  by  the  Reparation  Commission,  to  whom  this  com- 
mittee of  practical  men,  free  from  political  pressure,  owes  its  creation. 
Realizing  that  the  house  was  afire,  they  proposed  to  find  some  water  to 
put  it  out,  without  the  further  use  of  mathematics  involving  the  fourth 
dimension. 

By  their  instructions,  thej'  enable  us  to  start  our  work  on  tlae  basis 
of  a  status  quo.  We  are  not  asked  to  determine  the  legality  of  the  occupa- 
tion of  the  Ruhr;  we  are  not  asked  to  declare  the  political  effects  of  this 
or  that  prospective  act  of  common  sense;  we  are  not  asked  to  give  our 
opinion  upon  those  things  which  the  pohticians  of  all  countries  have 
interjected  into  a  situation  which  primarily  demands,  for  its  proper  con- 
sideration, business  minds,  uninfluenced  by  poHtical  ambition  or  thought 
of  personal  consequences. 

Upon  our  report  to  the  Reparation  Commission  of  a  plan  for  the  stabil- 
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ization  of  German  currency  and  the  balancing  of  the  German  budget,  it  is 

coSrSg  4e  meL  of  balancing  the  budget  and  the  t^ 
b  Ul^en^rrbilize  the  currency."    If.  without  fear  of  favo^  we  s^^^^^^^ 
a  plan  for  the  stabilization  of  the  German  currency  and  the  bal^cin 
Jlhe  German  budget,  which  the  Reparation  Commission  deem^ Jit 
to  rttlfv        wiU  at  le^st  have  done  this:  we  will  have  suggested  that 
which  has  enabled  the  Reparation  Commission  to  start  Germany  toward 
^roSucti^ity.  and  the  re-establislxment  of  German  productivity  is  the 
■stirtin"  Doint  of  European  prosperity.  , 
Is  tie  ronomic  processes  of  Germany  under  a  stable  currency  and 
wi^a  balSced  budget  are  revived,  there  will  be  demonstrat^^^^^^^ 
itv  of  Germanv  to  pay.    Basic  and  controUmg  facts  wdl  then  first  appear 
inj  c—^ense  individual  can  estimate  the  distance  a  well  man  c^ 
run    Fifty  medical  experts,  gathered  around  the  bedside  of  a  dymg  pa- 
tient wiU  give  fifty  different  estimates  of  how  far  he  can  run  if  he  gets 
weU  '  The  Reparation  Commission  and  the  world,  upon  the  question 
of  Germanv's  capacity  to  pay,  have  thus  far  been  listenmg  to  the  medical 
experts.    Let  us  first  help  Germany  to  get  well. 

Now  that  we  are  members  of  a  committee  havmg  a  definite  and  authori- 
tativelv  defined  object  in  view,  we  are  less  concerned,  for  the  moment,  with 
the  present  capacity  of  Germany  to  pay.  than  with  the  present  capacity 
and  courage  of  this  committee  to  act.  What  is  the  use  of  deterrmg  plain 
statement  on  this  committee?  ^Miy  waste  time  in  formalities  and 
meaningless  courtesies  and  conventionalities?  Let  me  make,  thus  early, 
one  practical  suggestion:  . 

Under  President  Hardmg,  I  established  the  system  of  executive  control 
set  up  by  executive  order  under  which  the  first  budget  of  the  Lnited 
States  was  prepared,  in  accordance  with  our  recent  budget  legislation. 
I  hesitate  to  call  myself  an  expert  on  budget  matters,  lest  I  put  my  rep- 
utation for  common  sense  under  suspicion:  but  how  could  any  one.  expert 
or  non-expert,  suggest  anything  worth  while  about  a  German  budget 
if  the  money  collected  through  taxes  and  dispersed  under  the  budget 
would  not  buy  or  pay  for  anything? 

The  first  step  which  we  should  take,  it  seems  to  me.  is  to  devise  a  system 
for  stabilizing  Germany's  currency,  so  that  we  can  get  some  water  to 
run  through  the  budget-mill.  Let  us  build  the  mill  after  we  find  the 
stream  to  turn  its  wheels. 


III.   DAWES  COMMITTEE  REPORT 


LETTER  FROM  THE  CHAIRMAN  TO  THE  REPARATION 

COMMISSION 

Aphii.  9th,  1924. 

Your  Committee  of  Experts  has  unanimously  adopted  a  report  upon 
the  means  of  balancmg  the  budget  of  Germany  and  the  measures  to  be 
taken  to  stabihze  its  currency,  which  I  now  have  the  honor  to  submit 

Deeply  impressed  by  a  sense  of  its  responsibility  to  your  Commission 
and  to  the  universal  conscience,  the  Committee  bases  its  plan  upon 
those  prmciples  of  justice,  fairness  and  mutual  interest,  in  the  supremacy 
of  which  not  only  the  creditors  of  Germany  and  Germany  herself,  but 
the  world,  has  a  vital  and  enduring  concern. 

With  these  principles  fixed  and  accepted  in  that  common  good  faith 
which  is  the  foundation  of  all  business,  and  the  best  safeguard  for  universal 
peace,  the  recommendations  of  the  Committee  must  be  considered  not 
as  inflicting  penalties,  but  as  suggesting  means  for  assisting  the  economic 
recovery  of  all  the  European  peoples  and  the  entry  upon  a  new  period 
of  happiness  and  prosperity  unmenaced  by  war. 

Since,  as  a  result  of  the  war,  the  creditors  of  Germany  are  paying 
taxes  to  the  limit  of  their  capacity,  so  also  must  Germany  pay  taxes 
from  year  to  year  to  the  limit  of  her  capacity.  This  is  in  accord  with 
that  just  and  underlying  principle  of  the  Treaty  of  Versailles,  reaffirmed 
by  Germany  in  her  note  of  May  29th,  1919,  that  the  German  scheme  of 
taxation  must  be  "fully  as  heavy  proportionately  as  that  of  any  of  the 
Powers  represented  on  the  Commission".  More  than  this  limit  could  not 
be  expected,  and  less  than  this  would  relieve  Germany  from  the  common 
hardship  and  give  her  an  unfair  advantage  in  the  mdustrial  competition 
of  the  future.    This  prmciple  the  plan  embodies. 

The  plan  has  been  made  to  include  flexible  adjustments  which,  from 
the  very  beginning,  tend  to  produce  the  maximum  of  contributions 
consistent  with  the  continued  and  increasing  productivity  of  Germany. 
The  conservative  estimates  of  payments  to  be  made  in  the  near  future 
are  dictated  by  business  prudence  in  outlining  the  basis  of  a  loan,  and 
should  not  destroy  perspective  as  to  the  effects  to  be  registered  in  the 
aggregate  of  eventual  payments,  which  will  annually  increase.  With 
normal  economic  conditions  and  productivity  restored  in  Germany,  most 
hopeful  estimates  of  amounts  eventually  receivable  will  be  found  to 
be  justified.  Without  such  restoration,  such  payments  as  can  be  obtained 
will  be  of  little  value  in  meeting  the  urgent  needs  of  creditor  nations. 
To  ensure  the  permanence  of  a  new  economic  peace  between  the  Alhed 
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n"  eS,^rass  the  normal  economic  functionmg  of  Germany,  and  .  of 
fundamental  importance  to  her  creditors  and  to  Germany. 

G7e?t  care  hL  been  taken  in  fixing  conditions  of  supervision  m  er 
GerLnv's  internal  organization  so  as  to  impose  the  mmimum  of  mterfer- 
^ce  consistent  with  proper  protection  This  general  Pl--  jair  and 
reasonable  in  its  nature,  if  accepted,  leads  to  an  ultimate  and  la.tmg 
peace.  The  rejection  of  these  proposals  by  the  Germ^  Go^ernment 
means  the  deUberate  choice  of  a  continuance  of  economic  demorahzation, 
eventually  involving  her  people  in  hopeless  misery.  ,  „  j 

In  the*  preparation  of  this  report,  the  Committee  has  carefully  and 
laboriously  covered  the  broad  field  of  investigation  It  had  the 
constant  ;H>operation  of  able  staffs  of  experts,  gathermg  mformation, 
digesting  it  and  presenting  it.  It  conducted,  on  the  ground,  an  examma- 
tion  of  the  officials  of  the  German  Government  and  representatives  of 
its  labor,  agriculture  and  industry.  It  received  from  the  German 
Government  and  its  representatives  voluminous  and  satisfactory  answers 
in  response  to  its  written  inquiries.  In  connection  with  various  featur^ 
of  its  report,  both  for  gathermg  mformation  and  for  ad^^ce,  it  has  called 
to  its  assistance  outside  experts  of  international  reputation.  The 
published  reports  and  statements  of  economists  of  world-wide  standmg 
have  been  in  its  hands.  It  has  had  the  benefit  of  the  accumulated  informa- 
tion heretofore  gathered  by  your  Commission. 

In  its  work,  the  fuU  Committee  has  held,  since  January  1-tth,  19-24, 
5i  meetings;  the  sub-committee  on  the  stabihzation  of  the  currency, 
composed  of  Monsieur  Parmentier,  Sir  Robert  Kindersley.  Monsieur 
Francqui  and  Professor  Flora,  assisted  by  Mr.  H.  M.  Robinson,  under 
the  chairmanship  of  Mr.  Owen  D.  Young,  has  held  81  meetings;  and  the 
sub-committee  on  the  balancing  of  the  budget,  composed  of  Professor 
Allix,  Baron  Houtart  and  Monsieur  Pirelli,  under  the  chairmanship  of 
Sir  Josiah  Stamp,  has  held  63  meetings.  They  have  had  the  assistance 
of  Mr.  Andrew  McFadyean,  the  General  Secretary.  Again,  the  time 
of  the  Conunittee,  outside  of  that  consumed  by  the  meetmgs,  has  been 
given  largely  to  investigation  and  study. 

In  speaking  of  my  colleagues  and  as  bearing  upon  the  value  of  this 
report.  I  feel  that  I  should  make  it  known  to  your  Commission  and  to 
the  world,  that  their  governments  have  in  no  case  limited  their  complete 
independence  of  judgment  and  action,  either  before  or  after  their  appoint- 
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ment  by  you     Limited  only  by  the  powers  granted  by  your  Commission 
each  has  performed  his  arduous  and  responsible  work  as  a  ?rTa'ent' 
These  men,  searchmg  for  truth  and  advice  thereon,  were  answerable 
only  to  conscience.    In  grantmg  this  freedom,  the  governments  have 
but  followed  your  own  spirit  and  intent  m  constituting  the  Committee 
but  m  so  domg.  they  have  paid  the  highest  tribute  which  governments 
can  bestow:  complete  confidence  in  a  time  of  crisis  in  human  affairs 
In  tHeir  yision-m  their  independence  of  thought-and  above  all,  in 
their  spu-it  of  high  and  sincere  purpose,  which  rises  above  the  small 
things  over  which  the  small  so  often  stumble,  my  coUeagues  have  shown 
themselves  worthy  of  this  trust.    That  their  work,  which  I  now  place 
in  your  hands,  may  assist  you  in  the  discbarge  of  your  great  responsibihties 
IS  their  prayer,  and  the  knowledge  hereafter,  that  it  has  done  so,  will  be 
their  full  reward. 

(Signed)    CHARLES  G.  DAWES, 

Chairman. 


FROM  THE  FIRST  COMIMITTEE  OF  EXPERTS 


SUMMARY  OF  PART  D 
I.   The  Attitude  of  the  Coxhiittee 

(a)  The  standpoint  adopted  has  been  that  of  business  and  not  poUt^. 

(b)  Political  factors  have  been  considered  only  in  so  far  as  they  affect 

the  practicability  of  the  plan.  ,  .     ,     ,  u^. 

(c)  The  recovery  of  debt,  not  the  imposition  of  penalties,  has  been  sought. 

(d)  The  payment  of  that  debt  by  Germany  is  her  necessary  contribution 

to  repairing  the  damage  of  the  war.  .        *  a 

(e)  It  is  m  the  interest  of  all  parties  to  carry  out  this  plan  m  that  good 

faith  which  is  the  fundamental  of  all  business.   Our  plan  is  based 

upon  this  principle.  •     it  •   •  i 

(f)  The  reconstruction  of  Germany  is  not  an  end  in  itself;  it  is  only  part 

of  the  larger  problem  of  the  reconstruction  of  Europe. 
ig)  Guarantees  proposed  are  economic,  not  political. 

II.    GERiLvx  EcoxoMic  Unitt 
For  success  in  stabilizing  currency  and  balancing  budgets,  Germany 
needs  the  resources  of  German  territory  as  defined  by  the  Treaty  of  Ver- 
sailles, and  free  economic  activity  therein. 

TTT.   INIiuTART  Aspects.   Contingent  Sanctions  and  GtrARANTEEs 

(a)  PoUtical  guarantees  and  penalties  are  outside  our  jurisdiction. 

(6)  The  military  aspect  of  this  problem  is  beyond  our  terms  of  reference. 

(c)  ■\Vithin  the  unified  territory,  the  plan  requires  that,  when  it  is  in 

effective  operation: 

1.  if  any  military  organization  exists,  it  must  not  impede  the  free 

exercise  of  economic  activities; 

2.  there  shall  be  no  foreign  economic  control  or  interference  other 

than  that  proposed  by  the  plan. 

(d)  But  adequate  and  productive  guarantees  are  provided. 

rV.   The  Committee's  Task 

(a)  Stabilization  of  currency  and  the  balancing  of  budgets  are  inter- 
dependent, though  they  are  provisionally  separable  for  examination. 

'  The  summary  is  furnished  only  for  the  convenience  of  the  reader.  Parts  I  and 
II  and  the  Annexes  are  the  only  authoritative  statements  of  the  plan. 
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(6)  Currency  stability  can  only  be  maintained  if  the  budget  is  normally 
balanced;  the  budget  can  only  be  balanced  if  a  stable  and  reliable 
currency  exists. 

(c)  Both  are  needed  to  enable  Germany  to  meet  her  internal  requirements 
and  Treaty  payments. 

V.    EcoNomc  FuTTJHE  OF  Gerjiant 

(a)  Productivity  is  expected  from  increasing  population,  technical  skill, 

material  resources  and  eminence  in  industrial  science. 
{b)  Plant  capacity  has  been  increased  and  improved  since  the  war. 

VI.    CUBRENCY  AND  A  Bank  of  Issue 

(a)  All  classes  will  benefit  from  stabihzed  currency,  especially  labor. 

(b)  Under  present  conditions,  Rentenmark  stability  is  only  temporary. 

(c)  A  new  Bank  is  set  up  or  the  Reichsbank  reorganized. 

(d)  The  main  characteristics  of  the  Bank  will  be: 

(1)  to  issue  notes  on  a  basis  stable  in  relation  to  gold,  with  an  ex- 

clusive privilege; 

(2)  to  serve  as  a  Bankers'  Bank,  establishing  the  official  rate  of  dis- 

count; 

(3)  to  act  as  the  Government  Banker,  but  free  of  Government  Control ; 

(4)  advances  to  Government  to  be  strictly  limited; 

(5)  to  hold  on  deposit  Reparation  payments; 

(6)  the  capital  of  the  Bank  will  be  400  million  gold  marks; 

(7)  it  will  be  directed  by  a  German  President  and  Managing  Board, 

who  can  be  assisted  by  a  German  consultative  Committee; 

(8)  the  due  observance  of  its  statutes  will  be  further  safeguarded  by 

a  General  Board,  of  which  half  of  the  members,  including  a 
Commissioner,  will  be  foreign. 

VII.    Budget  and  Temporary  Reparation  Relief 

Balancing  the  German  budget  requires: 

(a)  Full  economic  and  fiscal  sovereignty,  subject  to  the  supervision 

provided  for  in  this  report; 

(b)  a  stable  currency; 

(c)  temporary  relief  from  charges  on  the  budget  for  Treaty  obligations; 

(d)  such  relief  not  to  suspend  essential  deliveries  in  kind. 

.  Vni.    The  Basic  Principles  of  Germany's  Annual  Burden 

(a)  Treaty  obligations  and  continuity  of  balanced  budgets: 

(1)  Balancing  the  budget  does  not  entail  merely  provision  for  internal 
administrative  expenditure. 
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(2)  Germany  must  also  provide  within  the  utmost  limit  of  her  capacity 

for  her  external  Treaty  obligations. 

(3)  The  budget  can  be  balanced  without  necessarily  dealmg  with 

the  total  capital  debt  of  Germany. 

(4)  It  cannot  be  continuously  balanced,  unless  the  annual  charge  ls 

fixed  for  a  considerable  period,  on  a  basis  clearly  prescribed  m 
advance. 

(6)  Commensurate  Taxation:  •  u  j  i 

(1)  Government  internal  debt  has  been  practically  extinguished  by 

the  depreciation  of  the  currency. 

(2)  New  debt  charge  ought  to  be  met,  commensurate  with  the  burden 

of  the  French,  English,  Italian  and  Belgian  taxpayer. 

(3)  The  Treaty  recognizes  this  principle. 

(4)  It  Ls  morally  sound. 

(5)  It  is  economically  just  in  its  mfluence  on  costs  of  production. 

(6)  This  principle  has  been  apphed  to  the  full  limit  of  practicabihty. 

(c)  Allies'  share  in  Germany's  prosperity: 

(1)  Germany's  creditors  must  share  in  the  improvement  in  Ger- 

many's prosperity. 

(2)  This  will  be  secured  by  an  index  of  prosperity. 

(d)  There  is  an  important  difference  between  tlie  German's  capacity 

to  pay  taxes  and  Germany's  capacity  to  transfer  wealth  abroad. 

IX.   Normal  Resouhces  from  'Which  Payments  are  IVIade 

Germany  will  pay  Treaty  charges  from  three  sources: — A,  Taxes; 
B,  Railways;  C,  Industrial  debentures. 

A.  From  her  ordinary  budget : 

(1)  19^24-23  Budget  may  be  balanced  if  it  is  free  from  Peace  Treaty 

charges. 

(2)  192o-26  Budget  receiving  500  million  gold  marks  from  special 

Sources,  may  pay  that  sum  for  reparation. 

(3)  1926-27,  110  million  gold  marks.* 

(4)  1927-28,  500  million  gold  marks.* 

(5)  1928-29,  1,250  million  gold  marks.    This  is  a  considered  a  nor- 

mal year  and  a  standard  payment;  thereafter  additional 
payments  will  be  made,  depending  on  prosperity. 

B.  From  Railways: 

(1)  Railway  bonds — 
(a)  eleven  milliards  of  first  mortgage  railway  bonds  against  a  capital 
cost  of  twenty-six  milliards  will  be  created  for  reparations; 

'  Subject  to  addition  or  reduction  in  certain  contingencies. 
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(6)  these  bonds  bear  5  per  cent,  interest  and  1  per  cent,  sinking  fund 


(c)  in  view  of  reorganization,  interest  is  accepted  as  follows: 

1924-  25:  three  hundred  and  thirty  mil) ion  gold  marks; 

1925-  26:  four  hundred  and  sixty-five  million  gold  marks; 

1926-  27:  five  hundred  and  fifty  million  gold  marks; 

1927-  28  and  thereafter:  six  hundred  and  sixty  million  gold  marks. 

Behind  the  Bonds,  there  will  be  created: 

2  milliards  of  preference  shares  to  be  reserved  for  sale  to  the  public 
and 

13  milliards  of  common  stock. 

54  of  the  proceeds  of  the  preference  shares  will  be  applied,  as 
required,  to  the  payment  of  debt  and  for  capital  expenditure 
of  the  railways.  The  remaining  500  milliards  of  preference 
shares  and  all  the  common  shares  go  to  the  German  Govern- 
ment. 
(2)  Transport  Tax. 

After  1925-26,  290  million  goM  marks  per  annum  for  reparation, 
and  balance  to  German  Government. 

C.    Industrial  debentures: 

(1)  Five  milliards  of  industrial  debentures  are  provided  for  reparation. 

(2)  The  resulting  charge  on  industry  is  less  than  that  existing  before 

the  war  and  now  wiped  out  by  depreciation. 

(3)  These  bonds  bear  five  per  cent,  interest  and  one  per  cent,  sinking 

fund,  i.e.,  300  million  gold  marks  per  annum. 

(4)  Pending  economic  restoration,  interest  and  sinking  fund  are 

accepted  as  follows: 
First  year.— Nothing. 

Second  year. — One  hundred  and  twentj'-five  million  gold  marks. 
Third  year. — ^Two  hundred  and  fifty  million  gold  marks. 
Thereafter. — Three  hundred  million  gold  marks. 


First  year. — From  foreign  loans  and  part  interest  on  railway  bonds. 
Total  of  1,000  million  gold  marks. 

Second  year. — From  part  interest  on  railway  bonds  and  on  industrial 
debentures,  budget  contribution,  through  sale  of  500  million  gold  mark 
railway  shares. 

Total  of  1,220  million  gold  marks. 


annum; 


X. 


Summary  of  Provision  for  Treaty  Payments 
(a)  1 .  Budget  Moratorium  Period 
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2.  Transition  Period 
Third  year. -From  interest  on  railway  bonds  and  on  industrial  deben- 
tures from  transport  tax  and  from  budget. 

Totd  of  1,200  million  gold  marks  (subject  to  contmgent  addition  or 
reduction  of  -250  million  gold  marks).  .   .    »  •  i  j 

Fourth  year.-Fiom  interest  on  railway  bonds  and  on  mdustrial  de- 
bentures, from  transport  tax  and  from  budget. 

Total  of  1.750  million  gold  marks  (subject  to  contmgent  addition  or 
reduction  of  ioO  million  gold  marks). 

3.  Standard  Year 

Fifth  year.— From  interest  on  railway  bonds  and  on  industrial  de- 
bentures, from  transport  tax  and  from  budget. 

Total  of  2,500  million  gold  marks. 
Thereafter,  2,500  miUions  plus  a  supplement  computed  on  the  index  of 

^^ni^eresVon  the  securities,  but  not  the  proceeds  of  their  sale,  is  included 

in  these  figures.  i      i       v  ii 

(6)  The  first  year  wiU  begin  to  run  from  the  date  when  the  plan  shaU 
have  been  accepted  and  put  into  effective  execution. 


XI.    Inxltjsive  Amounts  .vnd  DEurvTauEs  in  Kind 
(a)  The  above  sums  cover  all  amounts  for  which  Germany  may  be  liable 

to  the  Allied  and  Associated  Powers. 
(6)  Deliveries  in  kind  are  to  be  coutmued,  but  are  paid  for  out  of  balances 

in  the  Bank. 


XII.   How  THE  AxxrAL  Payments  abe  :^L^E  by  Gehmant 
(a)  The  amounts  will  be  raised  in  gold  marks  and  paid  into  the  Bank. 
(6)  These  paj-ments  cover  Germany's  annual  obligation. 

XTTT.   How  THE  Payments  are  RECEn'ED  by  the  Creditors 

(a)  Germany's  creditors  will  use  these  moneys  in  Germany  or  convert 

them  into  foreign  currencies. 

(b)  Experience  v.iU  show  the  rate  and  extent  to  which  the  conversion 

can  safely  take  place. 

(c)  Danger  to  stability  through  excessive  remittances  is  ob\'iated  by  a 

Transfer  Committee. 
{d)  Sums  not  remitted  accumulate,  but  with  a  limitation  of  amount. 
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XIV.     GUABANTEES,  IxX  ADDITION  TO  RaILWAY  AND  LvDTJSTBIAL  BoNDS 

(a)  The  foUowing  revenues  are  pledged  as  coUateral  security  for  budget 
contributions  and  other  paj'inents: — 

(i)  Alcohol. 

(ii)  Tobacco. 

(iii)  Beer. 

(iv)  Sugar. 

(v)  Customs. 

(6)  The  yield  of  these  revenues  is  estimated  to  be  substantially  in  excess 

of  required  payments, 
(c)  The  excess  is  returned  to  the  German  Government. 

XV.   External  Loan — ^Its  Conditions  and  Purpose 

Foreign  loan  of  800  million  gold  marks  meets  a  double  purpose: 
(a)  Requirements  of  gold  reserve  of  the  new  Bank. 
(6)  Internal  payments  for  essential  Treaty  purposes  in  1924-25. 

XYI.  Organization 

The  Organization  consists  of: 
(a)  A  Trustee  for  railway  and  industrial  bonds : 

(6)  Three  Commissioners  of  (1)  railways,  (2)  the  Bank,  (3)  Controlled 
Revenues; 

(c)  An  Agent  for  Reparation  Payments,  who  will  co-ordinate  the  activities 
of  the  above  and  will  preside  over  the  Transfer  Committee. 

XVn.    The  Nature  of  the  Plan  H 

(a)  The  plan  is  an  indivisible  unit. 

(b)  The  aim  of  the  plan  is : 

(1)  to  set  up  machinery  to  provide  the  largest  annual  payments 

from  Germany; 

(2)  to  enable  maximum  transfers  to  be  made  to  Germany's  creditors; 

(3)  to  take  the  question  of  "what  Germany  can  pay"  out  of  the  field 

of  speculation  and  put  it  in  the  field  of  practical  demonstration. 

(4)  To  facilitate  a  final  and  comprehensive  agreement  upon  all  the 

problems  of  reparations  and  connected  questions,  as  soon  as 
circumstances  make  this  possible. 
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REPORT  OF  THE  FIRST  CO]\miTTEE  OF  EXPERTS 

We  were  invited  by  the  Reparation  Commission  by  decision  of  the 
30th  November,  1923,  to  "consider  the  means  of  balancing  the  budget 
and  the  measures  to  be  taken  to  stabilize  the  ^urrencj^  of  G™y. 

AVe  have  been  m  continuous  session  smce  January  14th,  1924,  m  Taris, 
except  for  one  fortnight  spent  in  Berlin.      ,    .    ,    ,  .  ^, 
'  AVe  have  caUed  m  to  assist  us  eminent  teclmical  advisers  on  the  various 
questions  which  have  been  under  consideration,  and  have  been  m  touch 
with  representative  German  opinion.  ,  •  ,    ,  . 

We  ha^■e  the  honor  to  present  the  foUowmg  report,  which  states  the 
unanimous  conclusions  formed  as  a  result  of  our  studies  and  inquiries. 

Part  I  of  this  report  states  our  conception  of  our  task,  our  conclusions, 
and  the  broad  outline  of  our  plan. 

Part  n  indicates  the  considerations  which  guided  us  to  our  conclusions, 
in  particular  so  far  as  they  result  from  certam  aspects  of  the  Present 
financial  and  economic  condition  of  Germany  which  is  here  described. 

Part  m  consists  of  a  series  of  Annexes  which  give  the  teclmical  detail 
of  our  several  proposals,  and  should  be  read  as  a  supplement  to  the  re- 
spective portions  of  Part  I. 
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PART  I 

THE  COMMITTEE'S  CONCLUSIONS  AND  SCHEME 
I.   The  Attittoe  of  the  Committee 

We  have  approached  our  task  as  business  men  anxious  to  obtain  effective 
results.  We  have  been  concerned  with  the  technical,  and  not  the  political, 
aspects  of  the  problem  presented  to  us.  We  have  recognized  indeed  that 
political  considerations  necessarily  set  certain  limits  withm  which  a 
solution  must  be  found  if  it  is  to  have  any  chance  of  acceptance.  To 
this  extent,  and  to  this  extent  only,  we  have  borne  them  in  mind. 

The  dominating  feature  of  the  German  Budget  is  Germany's  obliga- 
tion to  the  Allies  under  the  Treaty  of  Versailles.  We  have  been  con- 
cerned with  the  practical  means  of  recovering  this  debt,  not  with  the 
imposition  of  penalties  and  the  guarantees  which  we  propose  are  economic 
and  not  political.  At  the  same  time  it  is  no  ordinary  debt  with  which 
we  deal,  for  Germany  suffered  no  appreciable  devastation,  and  her  pri- 
mary moral  obligation  is  toward  those  who  have  suffered  so  severely 
through  the  war. 

As  regards  past  history,  it  has  not  seemed  necessary  to  establish  the 
causes,  nor  the  responsibility  for  those  causes,  which  have  operated  to 
produce  the  present  state  of  German  finances  and  currency,  except  in 
so  far  as  a  recognition  of  their  character  is  required  for  the  prescription 
of  remedies. 

Finally,  convinced  as  we  are,  that  it  is  hopeless  to  build  any  con- 
structive scheme  unless  this  finds  its  own  guarantee  in  the  fact  that  it 
is  to  the  interest  of  all  the  parties  to  carry  it  out  in  good  faith,  we  put 
forward  our  plan  relying  upon  this  interest.  We  hope  the  character  of 
our  plan  will  itself  assist  in  securing  this  guarantee,  which  is  essential 
for  its  execution;  but  in  the  main,  of  course,  it  must  be  for  others  to 
take  such  measures  as  are  necessary  to  maintain  or  assure  it. 

II.    German  Economic  Unity  ^ 

The  Committee  has  had  to  consider  to  what  extent  the  balancing 
of  the  budget  and  the  stabilization  of  the  currency  could  be  re-estabhshed 
permanently  in  Germany  as  she  actually  is  at  the  present  moment,  with 
limitations  as  to  her  fiscal  and  economic  rights  over  part  of  her  area. 

We  should  say  at  the  outset  that  we  have  been  unable  to  find  any 
practical  means  of  ensuring  permanent  stabihty  in  budget  and  currency 
under  these  conditions,  and  we  think  it  unlikely  that  such  means  exist. 
The  solution  of  the  double  problem  submitted  to  us  implies  indeed  the 
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X     »•       t  Pprrmnv's  Credit  both  externaUy  and  internally,  and  it 
£'CeTred\o™pos3iM^^      provide  for  this  restoration  under  the 
L^S::  mentioned.  Ve  have,  therefore,  been  co-PeUed  th 
assumption  that  the  fiscal  and  economic  umt>  of  the  Reich  will  be 
stored  and  our  whole  report  is  based  on  this  hypothesLS. 

TTT.    Mtlitart  Aspects 
Contingent  Sanctions  and  Guarantees 
If  political  guarantees  and  penalties  intended  to  ensure  the  execution 
of  ^e  plan  pr^osed  are  considered  desirable,  they  faU  outside  the  Com- 

mittee's  jurisdiction.  .  , 

Questions  of  mUitary  occupation  are  also  not  withm  our  terms  of 

'^iTb  however  our  dutv  to  pomt  out  clearly  that  our  forecasts  are  based 
on  the  assumption  that  economic  acti^•ity  will  be  unhampered  and  un- 
affected bv  anv  foreisn  organization  other  than  the  controls  herem  pro- 
^•ided.  Consequentlv,  our  plan  is  based  upon  the  assumption  that  exist- 
in"  measures,  in  so  far  as  they  hamper  that  activity,  wiU  be  withdrawn 
or  sufficientlv  modified  so  soon  as  Germany  has  put  mto  execution  the 
plan  recommended,  and  that  they  will  not  be  reimposed  except  m  the 
case  of  flagrant  failure  to  fulfill  the  conditions  accepted  by  common  agree- 
ment In  case  of  such  failure  it  is  plainly  for  the  creditor  Governments, 
actint'  with  the  consciousness  of  joint  trusteeship  for  the  financial  mterests 
of  themselves  and  of  others  who  wiU  have  advanced  money  upon  the 
lines  of  the  plan,  then  to  determme  the  nature  of  sanctions  to  be  applied 
and  the  method  of  their  rapid  and  effective  application. 

In  saying  this  we  wish  to  add  at  once  that  if  the  economic  system 
now  in  "operation  in  occupied  territory  is  modified,  we  are  unanimously 
of  the  opinion  that  a  settlement  of  reparation  must  be  reinforced  by 
adequate  and  productive  securities.  We  propose  for  this  purpose  a 
system  of  control  which  we  beheve  will  be  effective,  and  at  the  same 
time  such  as  not  to  impede  the  return  to  financial  stability  (see  XTV 
below). 

TV.    The  Commxtiee's  Task 

As  the  terms  of  reference  indicate,  two  principal  problems  were  sub- 
mitted to  us  for  inquiry:  the  stabilization  of  German  currency  and  the 
balancing  of  the  German  budget.  It  is  self-evident  that  these  problems 
are  interdependent.  The  currency  of  a  country  cannot  remain  stable 
unless  its  budget  is  normally  balanced,  for  if  ex-penditure  continually 
exceeds  receipts  there  will  in  time  be  no  alternative  to  the  printing  of 
new  notes  to  meet  the  excess;  and  the  inflation  will  inevitably  involve 
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depreciation.  On  the  other  hand,  the  task  of  balancbg  a  budget,  unless 
the  currency  is  relatively  stable,  is  an  impossible  one,  for  a  falhng  currency 
makes  calculations  both  of  receipts  and  expenses  unreliable,  and  in  partic- 
ular causes  a  continual  loss  to  the  taxing  authority  through  the  necessary 
interval  of  time  between  assessment  and  collection.  While  therefore 
in  the  nature  of  things  it  is  necessary  that  the  two  problems  should  in 
the  first  instance  be  studied  separately,  their  interdependence  must  be 
consistently  borne  in  mind.  In  examining  each  of  them  separately,  we 
have  assumed  for  the  minute  that  the  other  has  been  solved,  without 
ever  losing  sight  of  the  fact  that  the  stabilization  of  the  currency  and  the 
balancing  of  the  budget  are  means  designed  to  enable  Germany  to  satisfy 
her  own  essential  requirements  and  to  meet  her  Treaty  commitments, 
the  fulfillment  of  which  is  so  vital  to  the  reconstruction  of  Western 
Europe.  It  must  not  be  forgotten  that  the  performance  of  these  com- 
mitments is  of  vital  importance,  not  only  for  the  countries  having  a 
claim  on  Germany,  but  also  for  Germany  herself.  It  is,  indeed,  clear 
that  a  Germany  whose  economy  had  again  become  flourishing  could 
not  long  resist  a  financial  and  economic  crisis  in  the  nations  surrounding 
her.  In  order  that  the  restoration  of  Germany  may  be  definitive,  the 
other  nations  must  also  return  to  the  conditions  requisite  for  their 
financial  and  economic  existence  and  must  likewise  be  enabled  to 
carry  on  the  normal  exchange  of  goods  on  which  the  general  prosperity 
depends. 

V.   The  Economic  Potentialities  of  Germant 

The  task  woujd  be  hopeless  if  the  present  situation  of  Germany  ac- 
curately reflected  her  potential  capacity;  the  proceeds  from  Germany's 
national  production  could  not  in  that  case  enable  her  both  to  meet  the 
national  needs  and  to  ensure  the  payment  of  her  foreign  debts. 

But  Germany's  growing  and  industrious  population;  her  great  technical 
skill;  the  wealth  of  her  material  resources;  the  development  of  her  agri- 
culture on  progressive  lines;  her  eminence  in  industrial  science;  all  these 
factors  enable  us  to  be  hopeful  with  regard  to  her  future  production. 

Further,  ever  since  1919  the  country  has  been  improving  its  plant  and 
equipment;  the  experts  specially  appointed  to  examine  the  railways  have 
shown  in  their  report  that  expense  has  not  been  spared  in  improving  the 
German  railway  system;  telephone  and  telegraph  communications  have 
been  assured  with  the  help  of  the  most  modern  apphances;  harbors  and 
canals  have  likewise  been  developed;  lastly,  the  industrialists  have  been 
enabled  further  to  increase  an  entirely  modern  plant  which  is  now  adapted 
in  many  industries  to  produce  a  greater  output  than  before  the  war. 

Germany  is  therefore  well  equipped  with  resources;  she  possesses  the 
means  for  exploiting  them  on  a  large  scale;  when  the  present  credit  short- 
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ase  has  been  overcome,  she  wiU  be  able  to  resume  a  favored  position  in 
Z  activirof  a  world  where  normal  conditions  of  exchange  are  graduaUj 

'"'Tvith^uriue  optindsm,  it  may  be  anticipate!  that  Germany  s  pro 
duction  wiU  enable  her  to  satisfy  her  own  reqmrements  and  raise  the 
amounts  contemplated  in  this  plan  for  reparation  obligation.  The 
^toTat  on  of  her  financial  situation  and  of  her  currency,  as  wel  as  the 
Grid's  return  to  a  sound  economic  position,  seem  to  us  essential  but 
adequate  conditions  for  obtaming  this  result. 

yi.     StABIUTT  of  the  CrHRENXY 

.-1  Xeic  Bank  of  Issue 
We  propose  to  deal  in  the  first  place  with  the  currency  problem. 
The  present  financial  and  currency  position  in  Germany  is  stated  m 
Part  n    It  will  be  seen  that  bv  means  of  the  Rentenmark,  stability  has 
been  attained  for  a  few  months,  but  on  a  basis  which,  m  the  absence  of 
other  measures,  can  only  be  temporary.  ,     ,    t  • 

The  Committee  proposes  the  establishment  of  a  new  bank  of  issue  m 
Germany,  or,  alternatively,  a  reorganisation  of  the  Reichsbank,  as  an 
essential'  agencv  for  creating  m  Germany  a  unified  and  stable  currency. 
Such  a  currencv,  the  Committee  believes,  is  necessary  for  the  rehabilitation 
of  Germany's  finances,  the  balancmg  of  her  budget  and  the  restoration  of 
her  foreigil  credit.  The  principal  features  of  the  bank  plan,  which  is 
printed  in  .\nnex  1,  are  as  follows: — 

The  Bank  is  to  have  the  exclusive  right  (with  certain  mmor  qualifica- 
tions) to  issue  paper  money  m  Germany  for  the  period  of  its  charter,  fifty 
(50)  vears.  All  of  the  many  kinds  of  paper  money  now  circulating  m 
Germany  (except  Umited  note  issues  of  certam  State  banks)  are  to  be 
gradually  withdrawn  from  circulation,  giving  place  to  a  single  uniform 
paper  currency,  the  bank-notes  of  the  new  bank.  These  bank-notes  will 
be  protected  by  a  normal  legal  reserve  of  thirty-three  and  one-third  per 
cent.,  and  by  other  liquid  assets.  The  reserve  will  be  held  largely  in  the 
form  of  deposits  in  foreign  banks. 

The  plan  contemplates  that  as  a  permanent  policy  the  notes  of  the 
Bank  shall  be  redeemable  in  gold,  but  the  Committee  is  of  the  opinion 
that  at  the  time  of  the  inception  of  the  Bank  the  situation  will  temporarily 
not  allow  of  the  appUcation  of  the  rule  of  convertibiUty.  It  therefore 
suggests  that  a  currency  should  be  created  which  will  be  kept  stable  in 
relation  to  gold  and  as  soon  as  conditions  permit  be  placed  on  a  con- 
vertible basis. 

Like  the  present  Reichsbank,  the  new  bank  will  serve  as  a  bankers' 
bank,  rediscounting  the  safest  category  of  short-term  bills,  etc.,  and  so 


368 


WORLD  PEACE  FOUNDATION 


establishing  the  official  rate  of  discount.  It  will  also  handle  for  the  other 
banks  the  giro  system  for  the  transfer  of  bank  credits. 

The  Bank  will  deal  with  the  public,  making  short-time  commercial  loans 
and  discounts,  effecting  transfers  and  receiving  deposits. 

It  will  be  the  depository  and  the  fiscal  agent  of  the  German  Govern- 
ment. It  may  make  short-term  loans  to  the  Government,  but  the 
amount  and  character  of  these  loans  are  strictly  limited,  and  the  granting 
of  such  loans  is  carefully  safeguarded.  The  German  Government  is  to 
participate  in  the  profits  of  the  Bank,  but  the  Bank  is  to  be  entirely  free 
from  Governmental  control  or  interference. 

Treaty  funds  collected  in  Germany  are  all  to  be  deposited  in  the  new 
bank  to  the  credit  of  a  special  account  and  are  only  to  be  withdrawable  by 
the  creditor  nations  under  conditions  and  safeguards  which  will  adequately 
protect  the  German  exchange  market  and  the  interests  of  the  creditor 
nations  and  the  German  economy. 

The  new  bank  will  have  a  capital  of  four  hundred  million  (400,000,000) 
gold  marks,  part  to  be  subscribed  in  Germany  and  part  abroad.  It  is  to 
be  administered  by  a  German  President  and  a  German  Managing  Board, 
which  can  have  the  assistance,  as  in  the  case  of  the  Reichsbank,  of  a  con- 
sultative committee.  Alongside  of  this  German  Managing  Board  there 
is  to  be  another  Board,  called  the  "General  Board,"  which  will  consist  of 
seven  Germans  and  seven  foreigners,  one  each  of  the  following  national- 
ities: British,  French,  Italian,  Belgian,  American,  Dutch  and  Swiss.  This 
General  Board  is  given  broad  powers  in  such  matters  of  bank  organization 
and  operation  as  might  affect  the  interests  of  the  creditor  nations.  One 
of  the  foreign  members  of  the  General  Board  will  be  known  as  the  "Com- 
missioner." He  will  be  responsible  for  seeing  that  there  is  no  infringement 
of  the  provisions  relative  to  the  issuance  of  notes  and  the  maintenance  of 
the  Bank's  reserves.  Decisions  of  the  General  Board  wiU  require  a  ma- 
jority vote  of  ten  of  the  fourteen  members,  unless  both  the  President  and 
the  Commissioner  are  included  in  the  majority,  in  which  case  a  simple 
majority  will  be  sufficient.  Thus,  co-operation  by  members  of  both  groups 
is  necessary  for  action. 

It  has  been  suggested  in  various  quarters  that  to  ensure  the  Bank's 
independence  of  the  Government,  an  Issue  Department,  which  could  be 
under  the  direction  of  the  Commissioner  and  which  would  be  responsible 
for  the  reserve  and  for  the  issue  of  notes,  should  be  established  abroad. 
Such  a  guarantee  is  political  rather  than  technical  in  character,  and  to 
propose  it  is  outside  the  jurisdiction  of  the  Committee. 

A  study  of  the  Annex  is  essential  to  a  thorough  comprehension  of  the 
Committee's  recommendations,  and  it  has  contented  itself  with  drawing 
attention  here  to  the  main  features  to  which  it  attaches  importance. 

StiU  assuming  for  the  minute  that  the  Budget  problem  has  been  sue- 
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1  J         Kplipvp  that  our  recommendations  furnish  a 
cessfully  surmounted   -  ^el  e  e  ^hat  o        ^^^^^  ^^^^^^^^^ 

S;^r.\r"ectom1  those  orbits  in  stable  value  which  are 

n^^\  to  its  reinvigoration  and  to  the  payment  of  reparation 
"  Labo  Sso  wS  benefit,  for  its  interests  above  all  are  dependent  upon 
stabmu-  Some  classes  of  the  community  may  have  compensation^^m 
the  amazing  overturn  of  fortunes  which  hiflation  brmgs-some  benefit 
^d  others luffer.  But  for  the  working  classes  instability  is  whoUy  evil; 
h  has  no  compensations  whatever.  In  this  connection,  we  may  refer  to 
he  views  expressed  by  the  representative  of  labor  who  appeared  befo  e 
t  m  :  "  speaking  not  for  the  whole  of  the  German  people  but  merely 

^r  the  class  which  he%epresented.  Herr  ^--"^/^VtV  ^^^^^^^ 
man  working  classes  could  not  stand  another  period  of  mflation.  They 
m^t  appeal  to  the  world  for  a  stable  currency  which  would  rende 
possible  for  them  to  buy  something  with  their  wages  even  four  weeks  after 
fhev  had  received  them".  It  is  clear  that  if  the  Statutes  of  the  Bank  are 
strictly  observed  there  can  be  little  danger  of  future  mflation  One  of  the 
advantages  to  be  expected  is  that  foreign  currencies  immobilized  m  Ger- 
manv,  which  are  at  present  economically  sterUe,  will  be  mobilized  m  the 
form  of  subscriptions  or  deposits  to  the  Bank  and  return  to  economic  uses. 

Vn.   The  Budget  and  Temporary  Reparation-  Relief 
Attention  mav  now  be  dh-ected  to  the  other  main  aspect  of  our  problem 
the  balancing  of  the  budget.    We  propose  to  deal  first  with  the  general 
budget  of  the  Reich,  and  secondly  and  separately  with  the  railways, 
which  at  present  are  contributing  nothing  to  the  general  budget. 

In  addition  to  a  stable  currency  and  the  economic  unity  defined  above, 
the  budget  requires  certain  relief  from  immediate  charges  for  Treaty 
purposes,  which,  while  securing  the  budgetary  position,  wiU  not  imply 
the  cessation  of  the  payments  indispensable  to  the  AlUes  in  the  form  of 
deliveries  in  kind. 

VIII.   The  Basic  Principles  of  Germany's  Annual  Burden 

(a)  Treaty  Obligations  and  their  Bearing  upon  the  CorriinuUy  of  Balanced 

Budgets 

It  will  be  obvious  that  the  balancing  of  the  budget  is,  like  the  stabiliza- 
tion of  the  currency,  of  little  value  unless  it  can  be  maintained.  It  is 
not  enough  to  be  satisfied  that  one  or  even  several  budgets  will  be  balanced. 
It  is  necessary  to  consider  under  what  conditions,  assuming  sound  adminis- 
tration, financial  as  well  as  currency  stability  can  be  continuouslj'  ensured, 
or  rather  under  what  conditions  such  stabihty  once  gained  is  likely  to 
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be  endangered  It  is  inevitable  therefore  that  we  should  look  forward 
not  indeed  in  the  same  detail  but  with  proper  regard  to  the  chief  deter- 
mining factors,  to  those  later  years  during  which  Germany  wiU  have 
graduaUy  to  liquidate  her  external  Treaty  obligations. 

We  repudiate,  of  course,  the  view  that  Germany's  fuU  domestic  demands 
constitute  a  first  charge  on  her  resources  and  that  what  is  avaUable  for 
her  Treaty  obligations  is  merely  the  surplus  revenue  that  she  may  be 
wiUmg  to  realize.  But  at  the  same  time,  if  the  prior  obUgation  for  repara- 
tion that  IS  fixed  for  Germany  to  pay,  together  with  an  irreducible  mini- 
mum for  her  own  domestic  expenditure,  make  up  in  a  given  vear  a  sum 
beyond  her  taxable  capacity,  then  budget  instability  at  once  ensues  and 
currency  stability  is  also  probably  involved.  In  that  event,  an  adjustment 
of  the  Treaty  obligations  of  the  year  is  obviously  the  only  course  possible. 
The  amount  that  can  safely  be  fixed  for  reparation  purposes  tends  there^ 
fore  to  be  the  difference  between  the  maximum  revenue  and  minimum 
expenditure  for  Germany's  own  needs.  We  shall  naturally  and  inevitably 
be  led  to  discuss  later  the  amount  of  reparation  payments  which  can 
be  made  out  of  budget  resources  and  the  method  by  which  they  can 
be  efiFected,  if  the  postulates  of  a  stable  currency  and  of  a  balanced  budget 
are  accepted.  It  would  be  to  ignore  both  the  plain  dictates  of  justice, 
the  practical  conditions  which  must  determine  the  acceptance  or  rejection 
of  our  proposals,  and  the  context  and  obvious  purpose  of  our  terms  of 
reference,  if  we  approached  our  task  from  any  other  angle. 

It  might,  indeed,  be  thought  that  if  we  have  thus  been  involved  in  a 
consideration  of  reparation  payments,  it  is  only  of  such  payments  as 
are  to  be  made  during  the  reconstruction  period  of  the  next  few  years. 
Our  task,  it  may  be  said,  is  to  advise  as  to  the  way  to  attain  stabilization 
and  a  balanced  budget,  not  as  to  the  sums  to  be  demanded  from  Ger- 
many when  that  aim  has  been  achieved.  But  no  such  sharp  division 
of  periods  is  possible,  for  the  following  reasons: 

(1)  The  basis  on  which  the  budget  is  balanced  at  the  end  of  the  recon- 

struction period,  and  the  sum  it  includes  for  reparation,  must 
obviously  determine  to  a  large  extent  the  sums  payable  in  the 
following  years.  Otherwise,  as  we  have  said,  an  equilibrium, 
though  once  attained,  might  be  rapidly  lost.  The  effort  would 
have  been  in  vain  and  the  same  problem  would  again  present 
itself. 

(2)  More  important  still  is  the  fact  that  the  success  of  our  proposals 

to  attain  financial  stabilization  depends  essentially  upon  the 
return  of  confidence.  Without  this  the  return  of  German 
capital  invested  abroad,  the  attraction  of  foreign  capital  for 
the  purposes  mentioned  in  the  scheme  and  of  foreign  credits 
for  the  current  conduct  of  business,  and  even  the  proper  collection 
of  taxes,  will  alike  be  impossible. 
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Such  confidence  cannot  be  attained  unless  a  settlement  is  now  made 
which  both  Germany  and  the  outside  world  believe  will  give  an  assurance 
that  for  a  considerable  period  neither  its  finances  nor  its  foreign  relations 
wiU  be  endangered  bv  renewed  disputes.  Such  an  assurance,  as  we  shaU 
see  does  not  mean  making  the  charge  on  Germany  a  uniform  one  over 
a  period  of  vears,  nor  even  deciding  beforehand  what  the  charge  shall 
be  in  each  of  these  years.  But  it  does  mean  settlmg  beforehand  the 
method  bv  which  increases  shall  be  determined. 

When  we  speak  of  the  adoption  of  such  a  method  for  a  considerable 
period  "  we  are  thinking  primarily  of  the  period  which  lenders  and  mvestors 
whose  monev  is  required  as  a  part  of  our  scheme  will  have  m  mind.  As 
we  shaU  see,  our  scheme  needs  both  foreign  and  mternal  subscriptions 
to  a  bank  of  issue,  and  in  particular,  an  external  loan  as  an  essential 
condition  of  enablmg  and  assuring  reparation  payments,  ^^e  fully 
recognize  both  the  necessity  and  the  justice  of  maintaming  the  prmciple 
embodied  m  the  Treaty  that  Germany's  payments  should  increase  with 
what  mav  prove  to  be  the  increase  in  her  future  capacity. 

We  also  recognize  that  an  estimate  now  made  once  for  all  might  weU 
underestimate  this,  and  that  it  is  both  just  and  practicable  that  the  Allies 
should  share  in  anv  increased  prosperity.  All  that  we  regard  as  essential 
as  a  condition  of  stabilization  is  that  any  such  increased  demands  to 
correspond  with  increasing  capacity  should  be  determined  by  a  method 
which  is  clearly  defined  in  the  original  settlement,  and  which  is  capable 
of  automatic,  or  at  least  professional,  impartial,  and  practically  indis- 
putable application. 

This  requirement  we  have  tried  to  meet,  as  will  be  seen,  by  providmg 
that  in  addition  to  a  fixed  annual  payment,  there  shall  be  a  variable 
addition  dependent  upon  a  composite  index  figure  designed  to  reflect 
Germany's  increasing  capacity. 

It  is  outside  the  competence  of  the  Committee  to  establish  a  limit  of 
years  or  of  amount  for  the  working  of  the  index,  nor  is  it  within  their 
competence  to  fix  the  number  of  annuities  which  Germany  will  have  to 
pay,  as  this  would  practically  mean  the  fixation  of  a  new  German  capital 
debt.  In  any  new  arrangements  made  for  a  definite  settlement  of  the 
various  international  financial  obligations  arising  out  of  the  war,  it  would 
be  easy  as  regards  the  German  debt  to  apply  our  plan  to  those  new 
conditions. 

(b)  Commensurate  Taxation 

We  have  done  our  utmost  to  apply  the  principle  of  commensurate 
taxation. 

It  is  not  open  to  dispute,  as  a  simple  principle  of  justice,  and  it  is  con- 
templated by  the  Treaty  that  the  German  people  should  be  placed  under 
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a  burden  of  taxation  at  least  as  heavy  as  that  borne  by  the  peoples  of 
the  AHied  countries.  No  single  person  in  Germany,  whether  speaking 
as  an  individual  or  representing  any  section  of  the  nation,  has  failed  to 
accept  that  prmciple  when  it  has  been  squarely  put  to  him.  Any  limita- 
tion upon  it,  if  there  is  one,  must  be  a  limitation  of  practicability  and 
general  economic  expediency  in  the  interests  of  the  Allies  themselves. 
Obviously  it  is  morally  sound;  and  it  would  be  clearly  repugnant  to  all 
sense  of  natural  justice  that  the  taxpayers  of  countries  with  large  and 
important  regions  devastated  by  the  war  should  bear  the  burden  of 
restoring  them,  v/hile  the  taxpayer  of  Germany,  on  whose  territory  the 
war  caused  no  comparable  devastation,  escaped  with  a  lighter  burden. 
The  principle  is,  at  the  same  time,  economically  just,  for  it  is  obviously 
unfair  and  in  every  way  undesu-able  that  the  Allied  taxpayer  should  be 
penalized  by  the  fact  either  that  taxes  resulting  from  the  war  weigh  more 
heavily  upon  him  as  a  consumer,  or  that  in  competition  in  his  business 
he  should  be  handicapped  by  greater  burdens  on  the  costs  of  production, 
including  wages,  than  his  German  competitor  bears. 

We  have  borne  in  mind  both  the  importance  of  the  virtual  extinction 
of  debt  in  Germany  and  the  general  burden  of  taxation  in  Allied  countries. 
As  we  indicate  more  fully  in  Part  11,  there  are  many  difficulties  in  theory 
and  practice,  but  in  spite  of  them  we  have  done  our  utmost  to  secure 
that  the  proposals  we  make  should  involve  a  "commensurate  burden" 
in  the  fairest  interpretation  and  application  of  that  principle  which  is 
practicable.  We  are  satisfied  that  in  what  we  propose  we  are  not  impos- 
ing a  heavier  burden;  we  are  also  satisfied  that  we  have  applied  the  prin- 
ciple as  far  as  it  is  practicable  in  the  interests  no  less  of  the  Allies  than  of 
Germany. 


(c)  An  Index  of  Prosperity  is  Necessary  to  Enable  the  AUies  to  Share  in 
the  Increased  Prosperity  of  Germany 

After  a  short  period  of  recovery  we  believe  that  the  financial  and 
economic  situation  of  Germany  will  have  returned  to  a  normal  state, 
after  which  time  the  index  will  begin  to  operate. 

The  system  of  a  variable  annuity  has  the  sanction  of  usage  in  the 
schedule  of  paj'ments.  But  we  venture  to  suggest  for  most  careful  consid- 
eration the  advisability  of  altering  the  existing  index,  constituted  by  the 
value  of  exports.    This  index  appears  to  us  to  be  imperfect. 

We  are  aware  that  there  are  cogent  reasons  both  for  and  against  any 
test  which  may  be  suggested,  and  we  do  not  propose  to  examine  them  in 
detail.  We  are  of  opinion  that  the  undoubted  shortcomings  of  partic- 
ular indices  are  neutralized  to  a  large  extent  if  a  composite  index  is  chosen, 
and  we  have  a  reasonable  assurance  that  a  fair  measure  of  Germany's 
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increasing  prosperity  will  be  obtained.  Our  suggestions,  after  considering 
many  various  alternatives  for  such  an  index,  are  given  in  Annex  2 

We  take  upon  ourselves  to  recommend  these  suggestions,  as  an  mdica- 
tion  to  the  attention  of  the  Reparation  Commission. 

We  are  of  the  opinion  that  at  least  during  the  period  withm  which 
the  loan  which  we  propose  is  being  amortized,  the  annual  charge  upon 
Germanv  should  not  be  heavier  than  that  which  would  result  from  the 
application  of  this  index;  nor  would  the  Committee  accept  any  respon- 
sibihty  for  the  balancing  of  the  budget  even  in  later  years  if  heavier 
navments  than  the  above  were  called  for. 

We  propose  that  an  average  of  years  (chiefly  1926,  1927,  1928  and 
1929)  should  be  taken  as  the  base;  that  the  percentage  increase  shown 
by  each  of  sLx  sets  of  representative  statistics  (railway  traffic,  population, 
foreign  trade,  consumption  of  tobacco,  etc.,  budget  expenditure  and 
consumption  of  coal)  should  be  ascertained;  and  that  the  average  of 
these  sLx  percentages  should  be  taken  as  indicating  the  proportionate 
hicrease  to  be  added  to  the  Treaty  sums  demanded  in  a  given  future  year. 

Under  this  system  Germany  will  retam  her  incentive  to  develop,  as 
she  retams  the  major  part  of  the  advantage  of  any  increase  in  prosperity, 
while  the  Allies  obtam  a  reasonable  share  m  this  increase  and  avoid  the 
risk  of  losing  through  a  premature  estimate  of  future  capacity. 

At  the  same  time,  the  adoption  of  a  method  involving  not  discretionary 
but  automatic  application,  gives  the  necessary  assurance  from  the  com- 
mencement both  to  Germany  and  the  world  that  Treaty  demands  will 
not,  in  the  period  to  which  the  settlement  relates,  be  again  the  subject 
of  negotiation  and  dispute. 

We  propose,  however,  one  further  correcting  factor  of  quite  a  different 
character  which  is  only  a  precautionary  measure  and  may  never  be 
actually  involved.  The  Treaty  prescribes  Germany's  obligations  in 
terms  of  gold;  and  for  convenience  we  have  expressed  our  estimate  in 
the  same  terms.  But  Itoth  the  burden  on  Germany,  and  the  advantage 
to  the  Allies  of  Treat\-  payments,  consist  of  goods  and  services.  Gold 
is  only  a  measure  of  value,  and  over  a  long  period  of  years  may  be  an 
uncertain  and  defective  one.  It  is  only  in  the  case  of  really  important 
changes  that  any  action  is  necessary  and  we  therefore  propose  that  a 
reduction  or  increase  of  the  figures  both  as  regards  the  standard  and 
the  supplementary  payments  should  be  made  automatically  in  cor- 
respondence with  changes  in  the  general  purchasing  power  of  gold,  when- 
ever, by  the  decision  of  an  impartial  authority,  such  changes  amount  to 
more  than  10  per  cent. 
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(d)  The  Distinction  between  the  Taxpayers'  "CapacUy  to  Pay"  in  Germany 
and  Germany's  Capacity  to  Pay  the  Allies 

There  has  been  a  tendency  in  the  past  to  confuse  two  distinct  though 
related  questions,  i.e.,  first,  the  amount  of  revenue  which  Germany  can 
raise  avaUable  for  reparation  account,  and,  second,  the  amount  which 
can  be  transferred  to  foreign  countries.  The  funds  raised  and  transferred 
to  the  Alhes  on  reparation  account  cannot,  in  the  long  run,  exceed  the 
sums  which  the  balance  of  payments  makes  it  possible  to  transfer,  without 
currency  and  budget  mstability  ensuing.  But  it  is  quite  obvious  that 
the  amount  of  budget  surplus  which  can  be  raised  by  taxation  is  not 
limited  by  the  entirely  distinct  question  of  the  conditions  of  external 
transfer.  We  propose  to  distinguish  sharply  between  the  two  problems, 
and  first  deal  with  the  problem  of  the  maximum  budget  surplus  and 
afterwards  with  the  problem  of  payment  to  the  Allies.  In  the  past, 
the  varymg  conclusions  formed  as  to  Germany's  "capacity"  have  often 
depended  upon  which  of  these  two  methods  has  been  chosen. 

As  a  first  method  of  approach  the  budgetary  criterion  has  obvious 
advantages  and  attractions.  Reparation  must  first  be  provided  for  as 
an  item  in  the  budget. 

The  budget  itself  is  the  sum  of  decisions  taken  by  a  single  authority. 
It  is  capable  of  expert  judgment  and,  within  narrower  limits  of  error, 
of  calculation  and  analysis. 

By  comparison  a  country's  "economic  balance"  defies  exact  calculation. 
The  balance,  even  at  a  given  amount,  can  only  be  estimated  approximately, 
for  the  invisible  exports  and  imports  which  constitute  an  important 
part  of  it  cannot  be  known  exactly.  And  a  potential  economic  balance 
is  much  more  uncertain.  It  depends  not  on  the  decisions  of  a  single 
authority,  but  on  the  enterprise  of  individual  merchants  and  manu- 
facturers. Reparation  demands  themselves  wiU  increase  it.  The 
extent  to  which  economic  adaptation  is  possible  over  a  long  period  of 
years,  under  the  pressure  of  external  obligations,  is  a  matter  of  con- 
jecture; an  existing  economic  balance,  before  such  obligations  have 
been  in  operation  long  enough  to  have  their  effect  on  the  economy  of 
the  country,  gives  a  very  uncertain  criterion.  The  economic  balance 
is  therefore,  by  comparison  with  the  budget,  incapable  of  close  calculation, 
"unmanageable"  and  too  elastic. 

But  the  limits  set  by  the  economic  balance,  if  impossible  of  exact 
determination,  are  real.  For  the  stability  of  a  country's  currency  to 
be  permanently  maintained,  not  only  must  her  budget  be  balanced, 
but  her  earnings  from  abroad  must  be  equal  to  the  payments  she  must 
make  abroad,  including  not  only  payments  for  the  goods  she  imports, 
but  the  sums  paid  in  reparation.    Nor  can  the  balance  of  the  budget 
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itself  be  permanently  maintained  except  on  the  same  conditions.  Loan 
operations  may  disguise  the  position— or  postpone  its  practical  results— 
but  they  cannot  alter  it.  If  reparation  can,  and  must,  be  provided  by 
means  of  the  inclusion  of  an  item  in  the  budget— by  the  collection 
of  taxes  in  excess  of  mternal  expenditure — it  can  only  be  paid  abroad 
by  means  of  an  economic  siu-plus  in  the  country's  activities. 

'  We  have,  it  will  be  seen,  attempted  to  give  effect  to  both  these  sets 
of  considerations  by  a  method  we  believe  to  be  both  logical  and  practical. 
We  estimate  the  amount  which  we  think  Germany  can  pay  in  gold  marks 
by  consideration  of  her  budget  possibilities;  but  we  propose  safeguards 
agamst  such  transfers  of  these  mark  payments  into  foreign  exchange 
as  would  destroy  stabilization  and  thereby  endanger  future  reparation. 

By  comparison  with  a  system  which  reduced  the  sums  considered 
possible  on  budget  groimds  because  of  considerations  based  upon  estimates 
of  the  possible  economic  balance,  this  has  the  following  advantages: 

(a)  it  enables  the  maximum  sums  to  be  obtained  and  paid  to  the 
Allies'  account; 

(fc)  any  limitation  upon  transfers  into  foreign  currencies  will  depend 
upon  the  exact  economic  position  as  it  develops  in  fact  and 
not  upon  a  necessarily  problematical  estimate  of  it;  and  the 
limitation  will  only  apply  so  far  as  it  actually  proves  necessary; 

(c)  even  so  far  as  the  sums  paid  in  reparation  cannot  be  completely 
transferred,  they  can,  mider  certain  conditions,  be  used  by 
the  AlUes  for  internal  investment  in  Germany. 

Above  all,  we  recommend  our  proposal  for  these  reasons:  it  adjusts 
itself  automatically  to  realities;  the  burden  which  should  rest  upon  the 
German  taxpayer  should,  in  justice,  so  obviously  be  commensurate 
with  that  borne  by  the  Allied  taxpayer  that,  in  our  view,  nothing  but 
the  most  compelling  and  proved  necessity  should  operate  to  make  it 
lighter.  It  would  be  both  speculative  and  unjust  to  attempt  to  forecast 
the  possibilities  of  the  future  exchange  position  and  to  determine  Ger- 
many's burden  in  advance  with  reference  to  a  problematic  estimate  of  it. 
Experience,  and  experience  alone,  can  show  what  transfer  into  foreign 
currencies  can  in  practice  be  made.  Our  system  provides  in  the  meantime 
for  a  proper  charge  upon  the  German  taxpayer,  and  a  corresponding 
deposit  in  gold  marks  to  the  Allies'  account;  and  then  secures  the  maxi- 
mum conversion  of  these  mark  deposits  into  foreign  cm-rencies  which 
the  actual  capacity  of  the  exchange  position  at  any  given  time  renders 
possible. 
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IX.   The  Normal  Resources  from  which  Germany  Snoxn^D  Make 

Payments 

With  these  principles  in  mind,  we  recommend  that  Germany  should 
make  payment  from  the  following  som-ces: 

(A)  From  her  ordinary  budget. 

(B)  From  Railway  Bonds  and  Transport  Tax, 

(C)  From  Industrial  Debentures. 

We  proceed  to  consider  each  of  these  in  turn. 

A.    Provision  from  the  Budget  for  Treaty  Payments 
Budget  Equilibrium 

To  recommend  what  payments  Germany  can  make  from  her  ordinary 
budget,  and  from  what  dates,  is  in  effect  to  answer  the  first  of  the  two 
specific  questions  put  to  us,  i.e.,  how  to  "balance  the  German  Budget." 
For,  in  our  view,  if  the  economic  and  fiscal  unity  of  the  Reich  is  restored, 
if  a  stable  currency  is  established,  and  if  the  budget  is  given  temporary 
relief  from  Treaty  payments,  Germany  should  balance  her  budget  from 
her  own  resources  by  a  vigorous  internal  effort  supported  by  the  con- 
fidence which  a  general  and  stable  settlement  may  be  expected  to  give, 
and  she  should  thereafter  be  able  to  maintain  it  in  equilibrium,  if  the 
future  charge  for  Treaty  payments  is  determined  by  a  method  which 
assures  that  it  will  not  exceed  her  capacity. 

In  other  words,  we  do  not  consider  that  an  external  loan  is  needed— 
as  in  the  case  of  Austria  and  Hungary — to  be  devoted  specifically  to 
meeting  ordinary  deficits  during  a  transition  period.  External  money 
is  indeed  an  essential  part  of  our  scheme,  in  part  for  the  establishment 
of  a  new  Bank  of  Issue;  in  part  to  prevent  an  interruption  of  deliveries 
in  kind  during  the  transition  period;  and  essentially,  to  create  the  con- 
fidence upon  which  the  whole  success  of  the  scheme  depends.  But  we 
do  not  propose  that  it  should  be  confined,  or  devoted  specially,  to  meeting 
deficits  on  ordinary  expenditure  even  during  a  transition  period.  On 
the  contrary,  as  will  be  seen,  we  think  that,  from  the  beginning,  internal 
resources  should  meet  internal  ordinary  expenditure,  and  at  a  very  early 
date  should  suffice  in  addition  to  make  substantial  contributions  towards 
the  external  debt. 

The  present  budget  position  is  described  in  some  detail  in  Part  11, 
which  includes  our  criticisms  and  recommendations  as  to  the  measures 
we  think  practicable  for  economizing  in  expenditure  and  increasing  taxa- 
tion. 

We  confine  ourselves  here  to  our  conclusions  as  to  the  provision  that 
can  be  made  for  meeting  Treaty  payments. 
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m  19^4-25  Budgd.-Jn  the  first  year  (192-t-25)  we  consider  that 
the  ordinarv  budget  may  balance.  Even  if  there  is  a  deficit  we  are  con- 
fident that  it  should  not  be  such  as  to  endanger  the  stability  of  the  cur- 
rency and  that  at  the  worst  the  Government  can  meet  it  by  the  orthodox 
expedients-increases  of  existmg  taxation,  further  emergency  taxes  and 

internal  loans.  ,    .  .  •  c  -i  •  inot_ 

Even  if  energetic  measures  are  taken  to  obviate  any  defacit  in  1924- 
25  we  are  satisfied  that  neither  by  reduction  of  expenditure  nor  by  an 
increase  in  receipts  can  Germany  be  expected  to  provide  out  of  budget 
resources  for  any  Peace  Treaty  payments  to  the  Alhes,  and  that  any 
demand  for  their  pavment  would  imperU  both  the  structure  of  the  budget 
and  the  stability  of  the  currency.  How  relief  can  be  otherwise  p^o^^ded 
for  the  reparation  creditors  will  be  considered  separately. 

The  fundamental  importance  of  the  efifect  upon  the  stability  of  the 
Reich  budget  of  the  finances  of  the  States  (Prussia,  Bavaria,  etc.)  and  of 
the  Communes  has  greatly  exercised  us,  and  we  have  stated  our  views 
on  the  system  of  subsidies  and  local  expenditure  in  Part  11.  _  _ 

(2)  1920-26  Biidgei.— On  passing  to  the  Budget  for  1925-26,  it  is 
obvious  that  the  existmg  data  are  msufficient  for  a  precise  judgment  on 
its  detailed  prospects.   Certain  general  conclusions  are,  however,  possible. 

On  the  revenue  side,  the  lapse  of  a  whole  year  of  currency  stability 
and  readjustment  should,  of  itself,  increase  receipts.  The  period  of  re- 
cuperation will  not  have  been  long  enough  completely  to  restore  the 
yield  of  the  Income  Tax,  but  there  will  at  least  be  gold  mark  profits  of 
192-t-25  on  which  to  frame  a  reasonable  assessment.  Consumption  taxes 
should  be  dhectly  affected  by  returning  prosperity. 

On  the  expenditure  side  it  may  be  hoped,  with  some  degree  of  con- 
fidence, that  expenditure  on  unemployment  will  exhibit  a  notable  decrease. 
The  expenditure  on  the  Army  is  capable  of  reduction.  An  automatic 
decrease  will  make  itself  felt  in  the  pension  charge.  It  is  not  to  be  ex- 
pected on  the  other  hand  that  sums  thus  saved  on  these  or  other  heads 
will  represent  a  net  benefit  to  the  budget.  In  particular,  and  this  remark 
applies  also  to  the  budgets  of  the  immediately  succeeding  years,  increases 
in  the  salary  charges  of  the  Eeich  which  can  probably  not  be  entirely  - 
offset  by  decreases  in  personnel  must  be  anticipated. 

Some  increase  of  expenditure  must  therefore  be  expected.  On  balance, 
however,  we  are  of  opinion  that  the  growth  in  receipts  should  be  more 
than  sufficient  to  counterbalance  any  increase  in  expenditure,  ^^■hatever 
views  may  be  held  about  the  eventual  outcome  of  the  1924-25  budget, 
we  are  clear  that  the  second  year  should  show  a  substantial  improvement 
upon  it.  The  result  of  the  first  year  therefore  affects  our  view  as  to 
whether  the  result  of  the  following  year  will  be  actually  an  appreciable 
surplus.   If  it  should  prove  that  the  1924-25  budget  cannot  be  balanced 
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by  taxation  alone,  the  improvement  to  be  expected  in  the  foUowing  vear 
might  not  be  more  than  sufficient  to  secure  the  balance  desired.  If,  on 
the  other  hand,  no  loans  were  necessary  in  1924-25,  any  improvement 
m  the  followmg  year  would  be  net  surplus  and  entirely  available  for 
meetmg  Peace  Treaty  charges. 

We  are  clearly  of  the  view  that  if  the  two  years  are  taken  together, 
receipts  should  be  sufficient  to  cover  ordinary  expenditure  and  we  do 
not  exclude  the  possibUity  of  a  smaU  surplus.  On  the  other  hand  it 
cannot  be  stated  with  certainty  that  the  inclusion  of  a  compulsory  liabUity 
for  Peace  Treaty  charges  will  not  destroy  the  whole  balance  and  it  is 
obviously  vital  that  the  mistake  should  not  be  made  of  fixing  as  a  first 
payment  during  recovery  a  sum  which  the  circumstances  may  not  justify. 

The  stability  of  future  reparation  payments  and  German  credit  in 
general  might  thus  be  endangered. 

There  is  another  factor  that  must  be  taken  into  account.  For  the 
successful  operation  of  the  scheme  for  dealing  with  the  railways  to  which 
we  shall  refer  later,  it  is  necessary  that  the  proceeds  of  the  transport  tax 
to  the  extent  of  250,000,000  gold  marks  should  be  withdrawn  for  this 
year  from  the  revenue  side  of  the  budget  and  devoted  to  the  payment 
of  Treaty  charges. 

On  the  other  hand  that  scheme  also  provides  for  the  sale  by  the  rail- 
way company  of  preference  shares  to  the  nominal  value  of  2,000,000,000 
gold  marks,  one  quarter  of  the  proceeds  accruing  to  the  profit  of  the  Ger- 
man Budget  and  the  balance  providing  for  past  and  future  capital  ex- 
penditure of  the  railways.  For  the  successful  execution  of  the  railway 
scheme  we  attach  great  importance  to  the  sale  to  the  public  of  these 
preference  shares  and  we  feel  justified  in  assuming  that  before  the  end  of 
the  year  1925-26  the  German  Government  will  be  in  effective  possession 
of  500,000,000  gold  marks  as  a  result  of  this  transaction.  The  budget 
can  therefore  be  reinforced  to  that  extent  and  after  making  allowance 
for  the  withdrawal  of  250,000,000  gold  marks  in  respect  of  the  transport 
tax  there  will  be  a  balance  of  250,000,000  gold  marks  which  should  be 
available  for  meeting  Peace  Treaty  charges. 

By  the  procedure  we  have  indicated  any  danger  of  hampering  future 
stability  by  a  premature  call  upon  the  ordinary  resources  of  the  German 
budget  will  be  obviated  and  there  will  be  an  additional  inducement  to 
transfer  the  preference  shares  to  private  ownership. 

We  therefore  recommend  that  in  the  year  1925-26,  Germany  should 
be  required  to  meet  Peace  Treaty  charges  out  of  her  budget  to  the  extent 
of  250,000,000  gold  marks.  If,  contrary  to  our  expectation,  the  budget 
fails  to  realize  500,000,000  gold  marks  from  the  sale  of  preference  shares, 
we  consider  that  any  resultant  deficit  could  be  met  by  an  internal  loan. 

The  proceeds  of  the  transport  tax  should  thenceforth  not  figure  in 
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■A.  r>f  the  budget  except  to  the  extent  to  which  they  exceed 
S'cSSo"  Slit  ^  a.d  .90.000,000  gold  „  subse- 

""We  onS  more  r«,ve  the  question  of  prodding  for  further  reparation 

SSSlr^r^;.s,po?Sej^ 

T        .  K  that  it  can  be  oermanentlv  maintained,    it  is  theretore 

It  must  be  clear  that  it  ^  P\^^den  Germanv  can  bear  in  the  near 
necessary  for  us  to  ^J/^f^Xb,^^'^   Li  this  connection,  certain 

future  without  danger  to  that  equilibrmm.    in  jjered  that 

rlSd  strSes  t'owards  complete  recovery,  and  should  in  three  years,  b, 
iSs  r  ach  a  normal  economic  condition.  We  have  taken  mto  account 
the  probable  vield  of  her  several  taxes  and  her  taxable  capacity  as  a  whok 
^d'the  probable  changes  in  expenditure  under  these  ^-^^lo^^^l^^^^ 
tions  and  after  making  fuU  allowance  for  error,  we  have  reached  definite 
cTd'uJions  as  to  the  sums  which  can  be  fLxed  for  Peace  Treaty  charges, 
Sthout  endangering  the  stability  of  the  budget.  These  results  we  have 
"□.Sered  in  relation  to  the  maximum  probable  rate  at  wluch  the  national 
mc'me  can  be  expected  to  grow  from  its  present  point  and  the  maximum 
proportion  of  that  growth  which  can  successfully  be  absorbed  m  taxation 
We  draw  the  conclusion  that,  aUowance  being  made  for  some  me^1table 
growth  in  expenditure,  the  Budgets  for  the  three  subsequent  years  can 
safely  provide  for  the  foUowmg  maximum  sums :  ^ 

gold  markt 

1926-  27   Ill 

1927-  28  

1928-  29   1'^" 

On  the  other  hand,  regard  bekg  had  to  the  fact  that  it  is  difficiJt^to 
estimate  the  recuperative  power  of  Germany  in  1926-27  and  192  <  28, 
we  would  propose  that  these  amounts  should  be  regarded  as  subject  to 
modification  bv  a  sum  not  exceeding  2o0  million  gold  marks  on  the  fol- 
lowing plan:  if  the  aggregate  controUed  revenues  as  defined  m  Section 
XR'  exceed  1  milliard  in  1926-27  or  1.230  million  in  1927-28,  an  addi- 
tion shall  be  made  to  the  above  contributions  equal  to  one-third  of  such 
excess.  Converselv,  if  those  aggregate  revenues  fall  short  of  1  nii^ard 
in  \9-2&-2-  or  l,2o0  million  in  1927-28  the  total  contributions  shall  be 
dimmished  bv  an  amount  eciual  to  one-third  of  the  deficiency. 

^Ye  believe  that  at  the  end  of  the  fiscal  year  1928-29,  the  financial  and 
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economic  situation  of  Germany  wiU  have  returned  to  a  normal  state 
and  that  m  this  and  subsequent  years  the  ordinary  budget  should  support 
the  inclusion  of  a  sum  of  1,250  milUon  gold  marks.  The  total  sums 
therefore  to  be  pro^^ded  from  ordinary  budget  resources  would  be  the  stand- 
ard payment  of  1,250  million  plus  the  additional  sum  (already  referred 
to)  computed  upon  the  Index  of  Prosperity,  as  from  1929-30  onwards. 

^^e  have  considered  carefuUy  the  question  of  the  amount  to  which 
the  mdex  should  be  applied  and,  as  M-e  are  desirous  that  m  the  earlier 
years  of  her  recovery  German  progress  shall  not  be  undulv  handicapped 
by  shortage  of  new  capital,  we  think  that  it  will  be  desirable  to  apply  it 
to  the  purely  budget  contribution  1,250  million  (or  one-half  of  the  total 
standard  payment)  for  the  first  five  years  of  the  application  of  the  index, 
mz.,  1929-30  to  1933-34.  After  that  date,  1934-35,  the  index  should 
apply  on  the  full  amount  of  the  contribution,  namely,  2,500  million  gold 
marks. 

B.  Railways 

We  have  conducted,  with  the  assistance  of  two  eminent  railway  experts, 
a  close  examination  of  the  situation  of  the  German  railways.  The  subject 
is  an  important  one,  for  the  railways  have  been  operated  since  the  Armis- 
tice at  a  constantly  increasing  loss,  which  has  involved  heavy  burdens 
upon  the  German  budget. 

Most,  if  not  all,  railway  systems  have  passed  through  a  period  of  great 
difficulty  since  the  war  from  causes  which  were  largely  beyond  their 
control.  It  is  clear,  however,  from  a  study  of  the  report  dra^vTi  up  by  the 
experts,  which  will  be  found  in  Annex  3,  that  the  greatest  difficulties  were 
of  the  Germans'  own  making.  The  German  railway  admiaistration  cannot 
but  plead  guilty  to  two  serious  charges.  In  the  first  place,  as  is  proved 
by  the  reduction  which  it  is  now  possible  to  make,  they  have  been  enor- 
mously overstaffed,  even  when  all  account  is  taken  of  the  introduction 
of  an  eight-hour  daj'  and  of  Peace  Treaty  charges  justif  jdng  temporary 
disorganization.  In  the  second  place,  the  administration  has  indulged 
in  extravagant  capital  expenditure  for  which  the  official  excuse  is  that 
construction  was  largely  undertaken  to  ward  off  unemployment. 

It  is  only  just  to  observe  that  the  situation  has  now  improved  out  of 
recognition,  though  more  remains  to  be  done.  The  German  Government 
have  separated  the  railways  from  the  ordinary  administration  and  assimi- 
lated them  in  form,  so  far  as  is  possible,  to  a  business  concern.  Capital 
construction  has  been  slackened  and  fares  have  at  any  rate  been  raised 
to  a  point  where  the  railways  are  not  only  self-supporting,  but  can  provide 
some  profit. 

These  measures  are,  however,  insufficient.  The  capital  value  of  the 
railways  is  estimated  by  the  experts  on  a  conservative  basis  at  26  milUards. 
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Thev  are  unencumbered  with  old  debts,  for  their  pnor  charge,  -ere  extm 
i.^  L  tbe  denreciation  of  the  mark,  and  these  prior  charges  absorbed 
pushed  b>  *^^^^P/.^^.^*\°°°_^     penod.  which  amounted  to  approxi- 
tltSd'^^^^^^  of  the  fact  that  it  was  the  custom 

rTnclude  in  operating  and  maintenance  charges  large  expenditures 
which  might  properly  have  been  charged  to  capital  account 

The^liiwav  experts  are  com-inced,  and  we  share  their  conviction 
that  unde  proper  management,  under  unified  control,  and  with  a  proper 
tari/poty' the  railways  can  without  difficulty  earn  a  fair  return  upon 

^^Nt'^SaTe'lrght  that  this  improvement  in  profits  be  -ade 
at  the  eTpVnse  of  the  German  people  by  increasing  their  fares  and  the  cost 
of  In  go<!;is  transported  by  rail.  It  can  be  substantially  provided  by  the 
more  economical  administration  of  the  railways  themselves 

In  .av-ing  this  we  have  not  in  mind  inadequate  wages,  but  rather  the 
elimination  from  operating  and  maintenance  charges  of  certam  elements 
o  waste  and  also  expenditure  more  properly  chargeable  to  capital  accomit 
The  raUwav  ex-perts  arrived,  however,  with  considerable  reluctance  at 
the  conclusion  that  it  would  be  useless  to  expect  anjthing  approachmg 
the  full  measure  of  improvement  which  is  possible,  so  long  as  the  radways 
remain  in  the  control  of  the  Government.  The  whole  spuit  of  the  Govern- 
ment's ownership  in  the  past  has  been  directed  to  runnmg  the  radways 
prunarilv  in  the  interest  of  German  industry,  and  only  secondarUy  as  a 
revenue-producing  concern,  and  in  their  opmion  a  complete  break  witH 
old  traditions  is  essential.  •       f  4.u 

We  accept  their  conclusions  and  we  recommend  the  conversion  ot  me 
German  railwavs  into  a  joint  stock  company.  It  is  not  our  intention  thus 
to  deprive  Germany  of  the  administration  of  her  railways  m  favor  of  the 
Allies:  on  the  contrary,  our  plan  demands  only  a  modest  return  on  the 
capital  cost,  and  so  long  as  this  return  is  forthcoming  we  do  not  anticipate 
any  interference  In  the  German  management  of  the  undertaking. 

\Ve  would  add  that  if,  as  the  German  Government  has  itseK  proposed, 
the  exploitation  of  the  railways  is  divided  into  several  systems,  this  divi- 
sion should  not  affect  detrimentally  their  financial  unity. 

The  details  of  our  proposals  will  be  found  in  Annex  4,  and  we  will  con- 
tent ourselves  with  giving  only  a  broad  outUne  at  this  pomt. 

The  Committee  recommends  that  there  should  be  paid  from  the  German 
railways,  11  milliard  gold  marks  to  be  represented  by  first  mortgage  bonds 
bearing  5  per  cent,  interest  and  1  per  cent,  sinking  fund  per  annum.  The 
capital  cost  of  the  German  railwav  s  computed  on  a  gold  mark  basis  is 
estimated  by  our  experts  at  26  milliards.  The  net  earnings  of  these  rail- 
ways before  the  war,  after  Uberal  and  indeed  exaggerated  charges  to  operat- 
ing' and  maintenance,  were  as  high  as  1  milliard.  The  interest  and  sink- 
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ing  fund  on  these  debentures  represents  less  than  3  per  cent,  of  the  capital 
cost,  which  IS  a  very  modest  charge  on  the  capital  investment  compared 
with  that  required  in  many  other  countries  of  the  world. 
_  Realizing  that  during  the  period  of  reorganization  of  the  railways,  full 
mterest  and  sinking  fund  charges  should  not  be  required,  we  think  pay- 
ments on  account  of  interest  should  be  as  follows: 

1924-  25:  three  hundred  and  thu-ty  million  gold  marks; 

1925-  26:  four  hundred  and  sixty-five  million  gold  marks; 

1926-  27:  five  hundred  and  fifty  million  gold  marks;  ^ 

1927-  28  and  thereafter:  sLx  hundred  and  sixty  million  gold  marks. 
This  is  regarded  as  a  normal  year. 

In  addition  to  the  11  milliards  of  bonds,  the  new  railway  company  is  to  ^ 
have  a  capital  of  2  milliards  of  preference  shares  and  the  remainder  of  its 
capital  cost,  namely  13  milliards,  is  to  be  represented  by  common  stock. 
Il4  milliards  of  preference  shares  are  to  be  set  aside  in  the  treasury  of  the 
company,  for  sale  to  private  persons  to  provide  funds  for  the  payment  of 
existing  indebtedness  and  future  capital  expenditures.  The  proceeds  of 
the  sale  of  the  other  500  millions  of  preference  shares  and  all  of  the  com- 
mon shares  are  to  go  to  the  German  Government. 

The  railways  are  to  be  managed  by  a  Board  of  18  Directors  of  whom 
nine  will  be  chosen  by  the  German  Government  and  the  private  holders 
of  preference  shares,  and  the  other  nine  will  be  named  by  the  Trustee  of 
the  bonds,  five  of  whom  may  be  German.  It  is  therefore  contemplated 
that  the  Board  will  have  fourteen  German  members.  The  Chairman  of 
the  Board  and  the  General  Manager  of  the  railways  will  be  German. 

It  is  contemplated  that  the  railway  company  will  be  free  to  conduct  its 
business  in  such  manner  as  it  may  think  proper,  provided  always  however 
that  the  German  Government  will  have  such  control  over  its  tariffs  and 
service  as  may  be  necessary  to  prevent  discrimination  and  to  protect  the 
public.  Such  Government  control  however  is  never  to  be  exercised  so  as 
to  impair  the  ability  of  the  railway  company  to  earn  a  fair  and  reasonable 
return  on  its  capital  cost. 

The  Railway  Commissioner  represents  the  interests  of  the  bond  holders. 
His  principal  duty  will  be,  in  the  absence  of  default  in  interest,  to  receive 
reports,  statistical  and  financial  retm-ns,  and  generally  to  see  that  the 
interests  of  the  bond  holders  are  not  menaced. 


C.    Industrial  Debentures 

The  Committee  has  been  impressed  with  the  fairness  and  desirability 
of  requirmg  as  a  contribution  to  reparation  payments  from  German  in- 
dustrj',  a  sum  of  not  less  than  5  milliards  of  gold  marks,  to  be  represented 
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Kv  First  Alortgage  bonds  bearing  5  per  cent,  interest  and  1  per  cent  smk- 
^Tnd  oer  arlum  This  amount  of  bonds  is  less  than  the  total  debt  of 
A  ?r«l  nndS^^s  in  Germanv  before  the  war.  Such  indebtedness 
Sr  tt  mi  ^£en  d^^^  by  nominal  payments  in  deprecated 
c™  rpracUcally  extinguished.  In  addition  the  mdustrial  concern^ 
h^^  pmfited  m  manv  ways  through  the  depreciated  currency,  such  a. 
f^e  long  delaved  pavment  of  taxes,  by  subsidies  granted  and  advances 
made  bv  the' German  Government,  and  by  deprecmt.on  of  emergency 
Sonev  wMch  thev  have  issued.  On  the  other  hand  it  is  --ntestaWy 
"ue  that  there  have  also  in  many  inst^ces  resulted  losses,  through  the 
depreciation  of  currency,  from  the  sale  of  output  at  fixed  prices  and  m 

"^iriTuMi'ecessarv  for  the  Committee  to  make  an  estimate  of  the  total 
amomit  of  such  profits  and  losses;  it  is  sufficient  to  say  that  the  Com- 
mittee is  satisfied  that  a  burden  of  mortgage  debt  o  the  amount  of  o 
milliard  gold  marks  on  the  mdustries  of  Germany,  faurly  apportioned, 
bearmg  a  moderate  rate  of  interest  and  payable  on  long  maturity,  does 
not  create  a  burden  greater  than  that  which  would  have  existed  had  there 
been  no  depreciation  of  currency.  ^i.  r. 

In  fact  the  fairness  of  such  a  proposal  has  been  recognized  by  the  Ger- 
man Government  itself  in  a  proposal  submitted  on  June  7,  1923,  to  aU 
the  Allied  and  Associated  Governments. 

This  proposal  was  later  confirmed  by  persons  in  high  authority  m  the 
subsequent  and  present  German  Governments. 

The  offer  referred  to  above  was  of  10  milliard  gold  marks,  covermg 
busmess,  industrv,  bankmg,  trade,  traffic  and  agriculture.  The  request 
of  the  Committee  Is  for  5  miUiards  only  and  it  suggests  the  exemption  of 
agriculture  from  the  obligations  of  the  mortgage. 

Realizing  the  importance  of  agriculture  to  a  nation  unable  to  provide 
its  entire  food  supplv,  we  feel  more  reserve  in  makmg  a  recommendation 
as  to  the  burdens  whicb  should  fairly  be  put  on  it,  though  we  cannot  close 
our  eyes  to  the  fact  that  a  very  large  amount  of  agricultural  mdebtedness 
has  been  discharged  at  merely  nominal  figures  and  the  owners  of  equity 
in  land  have  realized  substantial  profits  at  the  expense  of  their  former 
creditors. 

We  desire  to  make  it  clear  that  the  Committee  in  asking  for  mortgage 
bonds  on  mdustries  does  not  recommend  in  any  sense  an  imfah  or  dis- 
criminating burden  against  them,  and  so  we  do  recommend  that  equal- 
ization be  properly  and  fairly  made  by  the  German  Government  for  the 
benefit  of  its  own  budget.  If  m  the  opinion  of  the  German  Government 
a  burden  on  other  property  should  be  imposed  in  order  to  equalize  the 
burden  of  reparation  payments  on  property  other  than  industrial  prop- 
erty, we  recommend  that  it  be  done  in  favor  of  the  German  budget  either 
by  a  further  valorization  tax  or  by  a  specific  lien  or  otherwise.    If  this 
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course  be  followed  and  a  fair  and  accurate  system  of  direct  taxation  be 
adopted  the  Committee  believes  that  all  classes  in  Germany  will  be  caUed 
upon  to  make  their  fair  and  reasonable  contribution  to  Peace  Treaty 
charges  either  through  direct  or  indirect  taxation. 

Realizing  the  depletion  of  the  liquid  capital  supply  in  Germany,  and 
that  a  period  should  be  provided  for  its  recuperation,  we  recommend 
tha,t  the  interest  on  the  5  miUiards  of  debentures  above  referred  to  be 
waived  entirely  during  the  first  year,  that  the  interest  durbg  the  second 
year  be  23^  per  cent.,  during  the  third  year  5  per  cent.,  and  thereafter 
5  per  cent,  plus  1  per  cent,  sinking  fund.  In  the  event  of  default  in  the 
payment  of  interest,  sinking  fund  or  principal  on  any  of  the  said  deben- 
tures, provision  has  been  made  for  recovery  from  the  German  Govern- 
ment tlirough  the  Commissioner  of  Controlled  Revenues. 

The  plan  will  be  found  in  Annex  5. 


X.   Summary  of  Phovision  fob  Treaty  Payments 

We  are  now  in  a  position  to  summarize  the  full  provision  we  contemplate 
for  Treaty  payments : 

Million 
gold  marks 

Budget  Moratorium  Period: 

First  year:  from  foreign  loan  and  part  interest  (200  millions)  on 
railway  bonds; 

Total  of   1^000 

Second  year:  from  interest  on  railway  bonds  (including  130  millions 
balance  from  first  year)  and  interest  on  industrial  debentures 
and  budget  contribution,  including  sale  of  railway  shares; 

Total  of   1,220 

Transition  Period: 

Third  year:  from  interest  on  railway  bonds  and  industrial  deben- 
tures, from  transport  tax  and  from  budget; 

Total  of   1,200 

subject  to  contingent  addition  or  reduction  not  exceeding  250 
gold  marks. 

Fourth  year:  from  interest  on  railway  bonds  and  industrial  deben- 
tures, from  transport  tax  and  from  budget; 

Total  of   1,750 

subject  to  contingent  addition  or  reduction  not  exceeding  250 
million  gold  marks. 
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Standard  Year : 

Fifth  year:  from  interest  on  railway  bonds  and  industrial  deben- 
tures, from  transport  tax  and  from  budget; 


The  first  year  will  begin  to  run  from  the  date  when  the  plan  shall 
have  been  accepted  and  made  effective. 

We  must  point  out  that  the  total  figures  indicated  for  each  year  must 
include  the  sums  paid  by  the  German  Budget,  the  railway  company, 
or  the  debtors  on  industrial  debentures,  whoever  may  be  the  actual 
recipients  of  these  sums,  the  Reparation  Commission,  the  capitalists 
who  purchased  securities,  or  even  the  debtors  themselves  if  they  have 
repurchased  their  bonds. 

These  figures  clearly  do  not  include  the  proceeds  from  the  sale  of 
capital  assets  which  may  be  effected  by  the  creditor  governments.  As 
soon  as  the  plan  is  put  into  execution,  the  Reparation  Commission  will 
be  in  possession  of  bonds  for  16  milliard  marks,  which  may  be  sold  to  the 
extent  to  which  the  financial  markets  are  capable  of  absorbing  them. 
Subsequently,  bonds  representing  the  transport  tax  and  the  contribution 
from  the  budget  may  be  issued,  and  will  enable  the  governments  to 
realize  the  capital  of  their  claims. 

XI.  Inclusive  Amounts.  Deliveries  in  Kind 
The  Inclusive  Nature  of  the  Payment 
Before  passing  from  this  part  of  our  report  we  desire  to  make  it  quite 
clear  that  the  sums  denoted  above  in  our  examiaation  of  the  successive 
years,  comprise  all  amounts  for  which  Germany  may  be  liable  to  the 
AUied  and  Associated  Powers  for  the  costs  arising  out  of  the  war,  includ- 
ing reparation,  restitution,  all  costs  of  all  armies  of  occupation,  clearing- 
house operations  to  the  extent  of  those  balances  which  the  Reparation 
Commission  decide  must  legitimately  remain  a  definitive  charge  on  the 
German  Government,  commissions  of  control  and  supervision,  etc. 
Wherever  in  any  part  of  this  Report  or  its  Annexes  we  refer  to  Treaty 
payments,  reparation,  amounts  payable  to  the  Allies,  etc.,  we  use  these 
terms  to  include  all  charges  payable  by  Germany  to  the  Allied  and 
Associated  Powers  for  these  war  costs.  They  include  also  special  pay- 
ments such  as  those  due  under  Articles  58,  124  and  U5  of  the  Treaty 
of  Versailles, 

The  funds  to  be  deposited  in  the  special  account  in  the  bank  are  to  be 
available  for  the  foregoing  purposes,  notwithstanding  anything  in  this 
Report  which  may  be  interpreted  to  the  contrary,  though  in  saying  this 
we  are  not  to  be  read  as  prejudicing  questions  of  distribution  or  questions 
of  priority  between  the  various  categories  of  charges. 
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We  venture  to  emphasize  the  fact  that  from  the  point  of  view  from 
which  we  are  called  upon  to  regard  the  question,  these  obligSTons  S 
Germany  are  one.  and  that  any  addition  to  one  category  of  Z  ge 
can  only  be  made  at  the  expense  of  another.  ^ 

The  Committee  have  noted  the  important  fact  that  Germanv  is  not 
"e'made  uno'n  "^.^  ^^^^  treaty  as  demand 

cILrted  hT    ,  *°  y^^''  ^'^^'^  cannot  be 

calculated  beforehand.    It  appears  to  us  a  matter  of  impossibility  for 

any  budget  to  be  scientifically  compiled  and  satisfactorily  balanced 

under  such  an  arrangement,  and  that  therefore  means  should  be  found 

to  bring  this  system  to  an  end.    The  difficulty  wiU  be  satisfactorily 

met  If  Germany  s  habihties  for  any  particular  year  are  absolutely  limited 

according  to  our  plan  and,  as  suggested  above,  made  inclusive  of  all 

possible  charges,  whether  in  or  outside  Germany,  including  the  costs  of 

tne  administrative  controls  which  are  set  up  by  our  plan. 

Deliveries  in  Kind 

We  have  given  special  attention  to  the  question  of  deliveries  in  kind- 
m  then-  financial  efiFects,  deliveries  in  kind  are  not  reaUy  distinguishable 
from  cash  payments,  and  they  cannot,  in  the  long  run  exceed  the  true 
surplus  of  German  production  over  consumption  available  for  export 
without  either  upsetting  the  exchange  or  rendering  foreign  loans  necessary. 

Having  made  this  clear,  we  have  to  remember  that — 

(1)  deliveries  in  kind  are  dealt  with  in  the  Treaty; 

(2)  they  are  now  an  inevitable  part  of  the  economic  conditions  of 

several  of  the  Allies,  and  cannot  be  wholly  removed  without 
considerable  dislocation; 

(3)  if  the  principle  is  not  carried  too  far,  they  may  represent  a  stim- 

ulus to  German  productivity  and  therefore  the  creation  of  a 
greater  export  surplus; 

(4)  they  may  help  in  avoiding  such  surplus  being  absorbed  by  the 

prior  action  of  private  German  investment  abroad.  In  this 
connection,  the  maintenance  of  the  system  of  deliveries  in  kind, 
if  not  carried  too  far,  may  act  in  a  manner  to  keep  the  transfer 
as  large  as  possible  and  to  give  the  Allies  priority. 

■While,  therefore,  we  recognize  the  necessity  for  the  continuance  of 
deliveries  in  kind,  we  think  that  unless  they  can  be  confined  to  natural 
products  of  Germany,  such  as  those  specifically  dealt  with  in  the  Treaty 
(coal,  coke,  dyestufiFs,  etc.),  and  in  the  second  place  to  exports  which 
do  not  entail  the  previous  importation  into  Germany  of  a  large  percentage 
of  their  value,  they  tend  to  be  uneconomic  in  character. 
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In  the  first  two  years  of  the  operation  of  the  plan  the  available  finance 
is  so  restricted  that  there  wiD  be  an  automatic  limitation  of  deliveries, 
but  in  the  later  period  the  program  must  be  carefully  and  periodically 
considered  in  advance  by  the  Reparation  Commission  in  conjunction 
with  the  Committee  referred  to  in  Section  XIII  if  exchange  difliculties 
are  to  be  avoided. 

We  refer  below  to  the  necessity  of  expending  almost  exclusively  within 
Germany  the  sums  available  for  Treaty  payments  in  19'2i-2o  and  19-25-26. 
In  these  circumstances,  the  AUied  Governments  will  doubtless  consider 
whether  it  is  not  ad\'isable  to  continue  the  system  whereby  the  costs 
of  armies  of  occupation  were  a  first  charge  upon  the  proceeds  of  deliv- 
eries in  kind  made  to  the  Governments  which  maintain  the  armies. 

^^'he^e  we  have  referred  to  payments  for  dehveries  in  kind  in  this 
report  we  have  iutended  to  include  therein  payments  in  Germany  arising 
through  the  operation  of  the  Reparation  Recovery  Acts. 

XII.    How  THE  Patmests  are  to  be  Made 

AH  pajTQents  for  the  account  of  Reparations  (whether  from  interest 
and  sinking  fund  on  railways  or  industrial  debentures,  the  transport 
tax,  or  from  the  budget  contribution)  will  be  paid  in  gold  marks  or  their 
equivalent  in  German  currency  into  the  Bank  of  Issue  to  the  credit  of 
the  "Agent  for  Reparation  Payments."  This  payment  is  the  definitive 
act  of  the  German  Government  in  meeting  its  financial  obligations  imder 
the  plan.  It  is  easier  to  estimate  the  burden  that  Germany's  economic 
and  fiscal  resources  can  bear  than  the  amount  of  her  wealth  that  can  be 
safely  transferred  abroad,  and  it  is  the  former  and  not  the  later  that 
has  formed  the  first  objective  of  the  Committee. 

Xin.     How  THE  PaT^IENTS  ABE  TO  BE  RECEIVED 

The  use  and  withdrawal  of  the  moneys  so  deposited  will  be  controlled 
by  a  Committee,  consisting  of  the  Agent  for  Reparation  Payments  (a 
co-ordinating  official  under  the  Reparation  Commission,  whose  position 
and  duties  are  defined  later  in  this  report)  and  five  persons  skilled  in 
matters  relating  to  foreign  exchange  and  finance,  representing  five  of  the 
AUied  and  Associated  Powers.  Tliis  committee  will  regulate  the  execu- 
tion of  the  program  for  dehveries  in  kind  and  the  payments  imder  the 
Reparation  Rec-overy  Act,  in  such  a  manner  as  to  prevent  difficulties 
arising  with  the  foreign  exchange. 

They  will  also  control  the  transfer  of  cash  to  the  Allies  by  purchase  of 
foreign  exchange  and  generally  so  act  as  to  secure  the  maximum  transfers, 
without  bringing  about  instabihty  of  currency.  Fuller  details  as  to  their 
functions  will  be  foimd  in  Annex  6.    If  the  payments  by  Germany  on 
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reparation  account,  in  the  long  run,  exceed  the  sums  that  can  be  thus 
transferred  by  dehveries  or  by  purchase  of  foreign  currencies,  they  wUl  of 
course  begm  to  accumulate  in  the  Bank.  Up  to  a  certam  point,  in  normal 
cu-cumstances  not  exceeding  2  miUiards.  these  accumulations  wiU  form 
part  of  the  short  money  operations  of  the  Bank. 

Beyond  this  point,  the  Committee  wiU  find  employment  for  such  funds 
m  bonds  or  loans  m  Germany  under  the  conditions  laid  down  in  the 
Annex,  but,  for  economic  and  political  reasons,  an  unlimited  accumulation 
m  this  form  is  not  contemplated.  We  recommend  that  a  limit  of  5 
miUiards  be  placed  upon  aU  funds  accumulating  in  the  hands  of  the  repara- 
tion creditors  m  Germany.  If  this  hmit  is  reached,  the  contributions 
from  the  budget  are  to  be  reduced  below  the  standards  set  out  in  our  plan, 
so  that  they  are  not  in  excess  of  the  withdrawals  from  the  account  and  the 
accumulation  is  not  further  increased.  In  this  contingency,  the  payments 
by  Germany  out  of  the  budget  and  the  transport  tax  would  be  reduced 
until  such  time  as  the  transfers  to  the  Allies  can  be  increased  and  the 
accumulation  be  reduced  below  the  limit  named. 

We  do  not  deny  that  this  part  of  our  proposal  will  present  difficulties 
of  a  novel  character  which  can  only  be  solved  by  experience.  But  what 
are  the  alternatives? 

In  order  that  no  difficulties  with  exchange  or  stabihty  can  possibly 
arise,  the  sum  payable  for  reparation  may  be  definitely  fixed  at  such  a 
figure  as  is  certain  beyond  all  doubt  to  be  withm  Germany's  capacity  to 
export  in  excess  of  her  imports.  In  this  case  the  attainment  of  such 
certamty  would  involve  so  low  a  figure  as  to  be  quite  unacceptable  to  her 
creditors  and  unwarrantably  favorable  to  Germany. 

On  the  other  hand  the  hability  may  be  fixed  without  regard  to  that 
excess  of  exports  at  all,  and  the  discharge  of  the  liabiUty  left  to  uncon- 
trolled events  without  any  possible  regard  to  exchange  difficulties.  That 
way  lies  future  instability  and  disaster. 

We  are  convinced  that  some  kind  of  co-ordinated  policy  with  continu- 
ous expert  administration  in  regard  to  the  exchange,  lies  at  the  root  of 
the  reparation  problem  and  is  essential  to  any  practicable  scheme  in 
obtaining  the  maximum  sums  from  Germany  for  the  benefit  of  the  Allies. 


XIV.    Guarantees  in  Addition  to  Railway  and  Industrial 

Bonds 

It  is  plainly  not  enough  to  demonstrate  the  feasibility  of  raising  the 
sums  under  consideration.  It  is  desirable,  in  the  common  interest,  that 
means  should  be  devised  for  securing  that  the  possible  surplus  is  actually 
established.  The  greater  the  extent  to  which  payment  may  be  rendered 
automatic  and  a  matter  of  habit,  and  independent  of  fluctuating  political 
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attitude  towards  reparation,  the  less  'svill  be  the  frictio^  and  the  greater 
will  be  the  real  stability  of  the  German  budget.  In  the  last  resort  the  best 
security  is  the  interest  of  the  German  Government  and  people  to  accept 
in  good  faith  a  burden  which  the  world  is  satisfied  to  be  within  their  capac- 
ity, and  to  liquidate  as  speedily-  as  possible  a  burden  which  is  and  shoidd 
be  onerous. 

Creditors,  however,  are  not  usually  satisfied  with  a  moral  security 
and  experience  and  the  present  condition  of  Germany's  finances  are  such 
as  to  reinforce  their  natural  deshe  for  tangible  and  productive  guarantees. 

These  are  no  less  vital  in  the  interest  of  Germany  herself,  who  will  be 
relieved  of  a  large  part  of  her  political  troubles  if  the  main  source  of  politi- 
cal controversy  is  removed  by  a  system  which  no  longer  makes  the  pay- 
ment of  reparation  depend  upon  the  constant  maintenance  or  renewal  of 
Governmental  decisions.  In  particular,  it  is  vital  in  the  interests  of  our 
scheme,  which  depends  for  its  success  on  the  assured  belief  of  the  whole 
world  in  the  regular  observance  of  a  settlement  once  made. 

On  the  other  hand,  we  do  not  hesitate  to  reject  as  undesirable,  for  the 
purpose  which  all  have  in  view,  save  in  certain  extreme  events,  any  sys- 
tem which  would  involve  directly  or  indirectly  the  virtual  control  of  all 
Germany's  revenue  and  expenditure.  It  would  involve  the  controlhng 
authority  in  responsibility  for  all  financial  troubles,  and  it  might  be  a 
pretext  for  them. 

The  use  of  this  safeguard  of  general  budgetary  control  should  be  re- 
served for  the  case  of  Germany's  willful  failure  to  meet  the  obligations 
now  laid  upon  her. 

If,  as  we  believe,  the  payments  which  we  have  suggested  can  be  made 
without  compromising  budget  stability,  it  is  in  our  opinion  not  impossible 
to  establish  a  system  under  which  a  combination  of  self-interest  and  latent 
pressure  will  suffice  to  assure  sound  financial  administration.  We  believe 
that  the  object  can  be  attained  if,  without  in  any  way  impairing  the  first 
charge  which  now  exists  in  favor  of  reparation  on  all  Germany's  assets, 
certain  specific  revenues  are  assigned  to,  and  under  the  control  of,  Ger- 
many's creditors.  These  revenues  will  furnish  a  collateral,  but  not  a 
primary,  security  and  we  suggest  that  they  should  be  the  taxes  on  cus- 
toms, alcohol,  tobacco,  beer  and  sugar. 

We  propose  for  this  purpose  that  they  should  pass  directly  into  the 
hands  of  an  impartial  and  effective  control;  that  the  Treaty  payments 
should  first  be  deducted  by  the  controlling  authority  for  the  account  of 
the  Allies;  and  that  Germany  should  only  have  the  use  for  her  own  pur- 
poses of  such  balance  as  may  remain. 

We  believe  that  this  system  contains  the  greatest  degree  of  effectiveness 
without  involving  the  Allies  in  the  onus  of  responsibihty  for  any  break- 
down in  the  execution  of  the  plan. 
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Of  lIrfrcMwl'\'^*''7°°*'°'  ^'""^^  f^'-t^^-ith  in  spite 

1924-25!  '"PP""'*'  °°  ^'^'^  ^^'^^'•g^  i°  tlie  year 

We  make  this  recommendation  for  two  reasons:  Germany,  bv  institut- 
ing thjs  control,  puts  this  part  of  the  plan  into  execution  ma  definite  and 
pubhc  manner,  and  m  the  second  place  early  action  will  ensure  that  con- 
trol IS  m  effective  operation  at  the  moment  when  part  of  the  revenues  is 
retamed  by  Germany  s  creditors. 

We  would  add  that  whUe  leaving  untouched  the  existing  alcohol  monop- 
oJy,  we  do  not,  m  view  of  reports  received  from  technical  experts,  propose 
tile  transformation  of  consumption  duties  into  new  monopolies,  though 
we  recommend  certam  important  new  regulations  with  regard  to  the  sde 
of  tobacco. 

Controlled  Revenues:  Their  Yield 

The  estimate  made  by  the  German  officials  of  these  revenues  for  the 
year  1928-29,  exclusive  of  customs,  was  1,700,000,000  gold  marks. 

The  technical  advisers  specially  consulted  by  the  Committee  have 
estimated  the  yield  at  2,146,000,000  gold  marks. 

There  is  every  prospect,  therefore,  that  the  assigned  and  controlled 
revenues  will  give  a  large  margin  over  the  Treaty  charge  pa^Tnents,  even 
m  the  standard  year,  of  1,250,000,000  gold  marks.  The  revenues  are  a 
security  for  a  payment  otherwise  fixed.  This  principle  renders  possible 
a  system  of  control  which,  while  equally  effective,  is  much  more  simple 
in  operation,  and  is  strengthened  by  the  association  of  Germany's  self- 
interest.  Once  the  Treaty  charges  are  met  she  is  entitled  to  the  whole 
balance,  and  therefore  she  has  the  fullest  inducement  to  increase  the 
yield.  But  she  can  touch  no  part  of  the  revenues  in  a  given  period  until 
the  Treaty  charges  are  fully  met;  so  that  every  increase  operates  in  the 
first  instance  to  increase  the  Allies'  security. 

We  have  suggested  above  that  in  the  years  1926-27  and  1927-28  the 
amount  of  reparation  to  be  paid  should  be  dependent,  to  some  extent, 
on  the  yield  of  these  particular  revenues.  In  order  that  there  may  be  no 
misunderstanding,  we  desu-e  to  state  clearly  that,  in  our  opinion,  this 
arrangement  should  be  strictly  confined  to  the  two  years  in  question  and 
be  regarded  as  exceptional. 

We  beheve  it  to  be  of  the  greatest  importance  that  the  revenues  should 
normally  be  regarded  strictly  as  security,  and  should  not  be  relied  upon 
in  the  ordinary  course  as  the  determinant  of  the  actual  sum  to  be  paid  as 
reparation.  In  particular,  if  the  yield  of  the  revenues  exceeds  the  amount 
to  be  secured,  the  excess  should  accrue  to  the  German  Government.  Our 
reasons  for  holding  these  opinions  are  more  fully  stated  in  Part  II. 
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X\'.   External  Loan — its  Coxditioxs  and  Pukpose 

An  integral  part  of  our  scheme  is  the  issue  by  Germany  of  a  foreign 
loan  of  800,000,000  gold  marks;  this  loan  is  primarily  essential  for  the 
successful  establishment  of  the  new  bank  and  to  ensure  the  stabihzation 
of  the  currency.  The  deposit  of  tliis  amount  in  the  new  bank  will  be  an 
important  and  necessary  contribution  to  its  gold  reserves  and  enlarge  the 
basis  of  its  currenc.v  issues.  It  will  thus  be  enabled,  in  the  second  place, 
without  impairing  its  usefulness  for  the  above,  to  play  an  important  part 
in  solving  the  problem  created  by  Germany's  immediate  and  more  urgent 
obligations  to  the  Allies  which  do  not  necessitate  the  transfer  of  money 
abroad. 

We  have  already  stated  our  conclusion  that  Germany  should  not  be 
called  upon  in  the  years  192-l-!25  and  1925-26  to  provide  for  any  Treaty 
charges  out  of  ordinary  budget  resources,  and  we  have  deferred  to  this 
point  indication  of  means  by  which  a  complete  suspension  of  payments 
may  be  avoided. 

The  current  liabilities  of  Germany  under  the  Treaty,  other  than  liabil- 
ities for  cash  payments  in  foreign  currencies,  comprising  the  most  essen- 
tial deliveries  in  kind,  and  costs  under  a  number  of  other  heads,  are  known 
to  be  considerable.  Although  their  precise  amount  is  not  easily  determin- 
able, they  aggregate  to  a  large  amount,  and  if  no  arrangement  is  made  for 
meeting  or  reducing  them,  they  form  a  formidable  obstacle  in  the  way  of  a 
complete  solution. 

In  the  year  1924-25,  the  extra-budgetary  resources  can  be  reHed  upon 
to  provide  200  miUion  gold  marks,  being  interest  on  railway  bonds.  The 
question  arises  whether  a  further  sum  can  be  provided. 

We  first  considered  whether  Germany  would  have  sufficient  credit  at 
the  outset  to  meet  the  fuU  amount  of  her  charges  by  loans  or  capital 
assets.  In  our  view,  it  is  impossible  to  say  that  she  could  obtain  funds, 
untQ  her  position  is  well  established,  adequate  to  discharge  them.  But 
it  does  not  follow  that  the  most  pressing  of  the  demands  cannot  be  met, 
for  a  considerable  sum  can  certainly  be  raised  upon  the  good  security  that 
the  plan  provides,  with  a  clear  prospect  of  improved  international  political 
position  and  of  stabihty.  The  question  is,  therefore,  whether  the  claims 
upon  Germany  can  be  so  reduced  by  agreement  among  the  Allied  creditors 
as  to  come  within  this  potential  credit.  If  they  can,  then  obviously  the 
greater  the  reduction,  the  more  moderate  the  sum  to  be  raised  and  the 
greater  the  probability  of  Germany  successfully  raising  a  loan.  If  not, 
then  the  loan  will  not  be  forthcoming,  stability  cannot  be  ensured,  and 
neither  this  plan  nor  any  other  can  come  into  being.  The  successful 
launching  of  the  scheme  depends  therefore  upon  three  main  factors: 
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(a)  limitation  of  payments  for  all  purposes  to  1,000  million  gold  marks, 
of  which  at  least  eight  hundred  millions  must  be  spent  in  Ger- 
many for  the  first  year,  and  thereafter  to  such  sums  as  are  avail- 
able under  the  plan  during  the  succeeding  years; 

(6)  co-operation  between  the  Allies  and  Germany  m  securing  political 
conditions  which  will  incline  the  investors  of  the  world  favorably 
towards  the  German  loan  upon  good  security;  and 

(c)  a  loan  of  800  million  gold  marks  which  wiU  serve  the  double  pur- 
pose of  assuring  currency  stability  and  financing  essential  deliv- 
eries in  kind  during  the  preliminary  period  of  economic  rehabili- 
tation. 

It  win  be  seen  that  under  the  plan,  among  the  different  revenues  avail- 
able, ample  and  sufncient  security  could  be  found  to  form  the  basis  of  such 
a  loan,  both  as  to  interest  and  sinking  fund. 

Obviously,  the  first  loan  should  be  fully  secured,  but  it  is  equally  true 
that  it  is  neither  in  the  interest  of  a  first  loan  nor  of  the  Reparation  Com- 
mission to  create  a  situation  which  would  prejudice  the  flotation  of  sub- 
sequent German  loans  or  the  realization  of  the  capital  assets  provided  for 
in  the  plan. 

The  amount  required  for  the  service  of  this  first  and  any  subsequent 
loans  must  be  deducted  from  the  sums  which  in  subsequent  years  can,  in 
accordance  with  our  plan,  be  placed  at  the  disposal  of  Germany's  creditors. 
In  effect  the  loan  is  only  an  anticipation  of  the  sums  subsequently  avail- 
able which,  it  is  necessary  to  emphasize,  represent  in  our  opinion  the 
maximum  burden  and  therefore  one  not  capable  of  increase. 

It  is  not  for  us  to  offer  suggestions  as  to  the  priority  of  claims  or  how 
the  sums  should  be  distributed.  On  this  aspect  of  the  matter  we  confine 
ourselves  to  stating  that  in  the  interest  of  currency  stability  and  to  aid 
the  successful  inauguration  of  the  new  bank,  the  proceeds  of  the  loan 
should  be  used  exclusively  for  financing  internal  payments,  such  as  deliv- 
eries in  kind  (whether  direct  or  by  the  operation  of  the  Reparation  Re- 
covery Act),  and  that  part  of  the  costs  of  the  armies  of  occupation  which 
represents  expenditure  in  Germanj'  by  or  on  behaff  of  these  armies.  But 
we  do  assert  that  if,  as  we  believe,  Germany's  credit  will  be  good  enough 
to  float  such  a  loan,  it  is  natural  and  necessary  that  her  credit  should  be 
employed  to  ease  the  burden  on  her  creditors  during  the  period  of  her  own 
recovery. 

In  the  year  1925-26,  the  problem  is  somewhat  different  in  character. 
The  reasons  which  make  a  foreign  loan  essential  in  the  first  year  should 
have  disappeared.  If  confidence  is  in  process  of  re-establishment,  a  large 
reflux  of  capital  to  Germany  is  to  be  expected.  People  whose  object  in 
transferring  money  abroad  or  in  hoarding  foreign  notes  within  Germany 
has  been  simply  to  ensure  against  further  loss,  wiU,  to  a  great  extent. 
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reconvert  this  capital  into  German  currency.  Other  things  being  equal,  the 
German  currenc\  and  exchange  situation  will  continue  to  improve,  a 
phenomenon  which  has  been  clearly  exhibited  in  the  last  twelve  months 

in  Austria.  i    •  i 

The  exchange  position  of  Germany  will,  therefore,  be  relatively  strong 
and  her  budget  position  relatively  weak.  In  the  few  succeeding  years  the 
position  will  be  exactly  reversed;  the  exchange  will  become  normal,  but 
weaker  than  during  the  abnormal  period  of  reconstruction,  while  budget 
resources  should  be  enormously  strengthened. 

In  view  of  these  facts,  we  see  no  danger,  and  perhaps  positive  advantage, 
in  requiring  that  during  IQ-Jo-^G  deliveries  in  kind  and  that  part  of  the 
costs  of  the  armies  of  occupation  spent  in  Germany  by  or  on  behalf  of  the 
armies,  should  be  financed  up  to  1,220  million  gold  marks  by  sums  raised 
in  Germany  itself. 

The  above  sum  is  made  up  of  (i)  railway  interest,  partly  carried  over 
from  the  first  year,  amounting  to  595  million  gold  marks  (ii)  the  transport 
tax  to  the  amount  of  250  million  gold  marks  (iii)  interest  on  industrial 
debentures  amounting  to  125  million  gold  marks,  and  (iv)  250  million 
gold  marks  from  the  budget  provided  by  the  sale  of  Railway  Preference 
Shares  belonging  to  the  German  Government.  If  for  any  reason  the 
whole  of  the  above  sums  are  not  provided,  the  balance  should  be  raised 
by  a  German  internal  loan. 

XVI.  Okganization 

The  Committee's  plan  provides  for  a  Commissioner  of  the  Bank  of  Issue, 
a  Commissioner  of  Railways,  a  Commissioner  of  Controlled  Revenues, 
the  last-named  to  have  under  his  control  a  certain  number  of  sub-Com- 
missioners severally  intrusted  with  the  special  revenues  under  considera- 
tion, and  if  the  need  arise  for  a  Commissioner  of  Industrial  Debenture. 

The  plan  also  provides  for  an  Agent  for  Reparation  Payments. 

In  order  that  the  machinery  thus  set  up  by  our  plan  may  function 
properly,  both  in  relation  to  the  Reparation  Commission  and  in  its  Ger- 
man environments,  there  must  be  an  agency  between  the  Reparation 
Commission  and  the  various  Commissioners.  We  suggest  that  this  co- 
ordinating agency  devolve  upon  the  Agent  for  Reparation  Payments. 

The  Commissioners  would  retain  aU  responsibility  for  the  carrying  out 
of  the  task  intrusted  to  each,  only  subject  to  such  co-ordinating  policies 
as  may  prove  necessary  in  order  to  avoid  any  duplication  of  effort,  over- 
lapping of  functions,  unnecessary  friction  and  generally  all  interference 
with  the  harmonious  working  of  our  plan. 

In  case  of  a  difference  of  opinion  between  one  Commissioner  and  the 
"Agent  General  for  Reparation  Payments"  in  his  capacity  as  co-ordinator. 
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the  Commissioner  can  appeal  to  the  Reparation  Commission.  The  exist- 
ence of  this  right  of  appeal  wiU  have  a  salutary  effect  upon  the  relations 
ot  the  co-ordinating  agency  and  the  different  Commissioners. 

To  facilitate  the  interchange  of  information  which  will  develop  a 
situation  in  its  entirety  for  appropriate  action,  a  general  co-ordinating 
Jioard  IS  also  suggested  m  which  the  various  Commissioners  of  repre- 
sentatives named  by  them  will  participate  together  with  the  "Agent 
for  Reparation  Payments"  and  the  Trustee.  The  co-ordinating  board 
is  to  have  advisory  powers  only  and  is  for  the  purpose  of  giving  information 
to  the  Agent-General  to  assist  him  in  preparmg  co-ordinating  orders. 

These  suggestions  are  naturally  far  from  exhausting  this  important 
subject,  one  of  the  most  important  of  our  plan.  They  are  laid  down 
simply  as  an  indication,  as  the  draftmg  of  the  rules  for  such  a  co-ordination 
will  devolve  upon  the  Reparation  Commission,  so  far  as  they  have  power, 
and  upon  the  various  Governments. 

Rules  should  be  laid  down  for  the  rendering  of  periodical  reports  and 
for  the  publication  of  such  as  the  public  interest  may  require. 

We  deshe,  however,  to  record  in  this  connection  that  the  expense  of 
the  new  machinery  provided  for  by  the  plan  can  and  should  be  contained 
within  limited  amounts,  and  in  any  case  be  included  in  the  annuities 
already  contemplated. 

Trustee.— The  plan  also  provides  for  the  appointment  of  a  Trustee 
with  the  following  duties. 

He  will  receive  and  administer  the  railway  and  industrial  bonds  and 
will  be  accountable  to  the  Reparation  Commission  for  these  and  all  other 
securities. 

He  will  ensure  the  service  (interest  and  amortization)  of  the  railway 
and  industrial  bonds  by  means  of  funds  remitted  to  him  for  this  purpose 
by  the  Agent  for  Reparation  Payments. 

He  will  fix  the  conditions  of  the  amortization  of  the  bonds  and  if  neces- 
sary the  redemption  at  par  of  all  or  a  part  of  the  bonds  not  yet  amortized, 
by  means  of  any  supplementary  payments  which  may  be  made  by  the 
German  Government,  the  Railway  Company  or  industry. 

AVith  the  authorization  of  the  Reparation  Commission  and  for  its 
benefit,  the  Trustee  may  sell  the  bonds  which  he  holds,  and  may  use  the 
mortgage  bonds  and  deeds  which  he  holds  to  secure  new  securities  which 
he  may  himself  issue. 

Both  the  Agent  and  the  Trustee  should  be  appointed  by  the  Repara- 
tion Commission. 

In  framing  the  organization  of  control,  the  Committee  has  adopted  as 
fundamental  the  principle  that,  if  the  plan  is  to  yield  the  best  financial 
results,  it  is  desirable  that  control  should  be  of  such  a  nature  as  not  to 
involve  the  assumption  of  responsibility  by  the  Commissioner  for  German 
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Administration,  though  the  Committee  recognize  that  this  principle  cannot 
be  adhered  to  in  case  default  under  the  plan  arises. 

X\H.    The  Nature  of  the  Plax 

In  concluding  this  part  of  our  report,  there  are  several  points  which 
we  desire  to  emphasize. 

In  the  first  place  we  regard  our  report  as  an  indivisible  whole.  It  is 
not  possible,  in  our  opinion,  to  achieve  any  success  by  selecting  certain 
of  our  recommendations  for  adoption  and  rejecting  the  others,  and  we 
would  desire  to  accept  no  responsibility  for  the  results  of  such  a  procedure 
nor  for  undue  delay  in  giving  execution  to  our  plan. 

In  the  second  place,  as  we  have  remarked  earlier,  our  plan  is  strictly 
dependent  upon  the  restoration  of  Germany's  economic  sovereignty, 
and  it  is  important  to  observe  that  the  operation  of  the  plan  will  be  pro- 
portionately postponed  if  there  is  a  delay  in  effecting  that  restoration. 
The  various  dates  which  we  mention  in  the  report  must  be  interpreted 
in  the  light  of  the  above  remark. 

From  the  standpoint  of  the  taxpayer  in  creditor  countries  the  plan 
means  in  due  course  an  annual  relief  to  the  extent  of  two  and  one-half 
milliards,  plus  such  additional  amoimt  as  the  index  of  prosperity  may 
provide. 

On  the  other  hand,  from  the  standpoint  of  the  taxpaj'er  in  Germany, 
the  plan  means  a  direct  burden  of  only  one-half  this  sum,  viz.,  one  and 
one-quarter  milliards  per  year,  and  the  transport  tax,  plus  such  additional 
amount  as  may  represent  only  a  relatively  small  share  La  increased  pros- 
perity. The  German  taxpayer  can  look  without  anxiety  upon  the  re- 
mainder of  the  payment  of  two  and  one-half  milhards,  for  it  represents  a 
relatively  small  burden  on  German  industry,  which  has  been  the  bene- 
ficiary of  substantial  special  profits,  and  only  a  modest  return  on  a  large 
capital  in\"ested  in  railroads  which  are  yielding  him  no  relief  in  taxation 
in  his  budget  at  present,  such  capital  having  been  accumulated  prior  to 
the  war.  We  are  satisfied  that  the  contributions  from  railway  and  in- 
dustrial debentures  will  not  be  reflected  to  any  substantial  degree  in  a 
burden  to  the  individual  German  taxpayer;  as  regards  the  railways  it 
will  only  require  the  same  kind  of  return  as  exists  in  similar  enterprises  in 
many  countries. 

Our  purpose  has  been  to  set  up  a  machinery  which  will  secure  the 
maximum  payment  which  Germanj-  can  make  in  each  year  in  her  own 
currency.  We  do  not  speculate  on  the  amount  which  can  annually  be 
paid  in  foreign  currency  or  on  Germany's  capacity  to  make  a  total  pay- 
ment. 

The  Committee  is  confident  that  it  lies  within  the  power  of  the  German 
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people  to  respond  to  the  burdens  imposed  by  the  plan,  without  impairing 
a  standard  of  hvmg  comparable  to  that  of  the  Allied  countries  and  their 
neighbors  m  Europe,  who  are  likewise  subject  to  heavy  burdens,  largely 
resultmg  from  the  catastrophe  of  the  war. 

We  have  not  concealed  from  ourselves  the  fact  that  the  reconstruction 
of  Germany  is  not  an  end  in  itself.  It  is  only  part  of  the  larger  problem 
oi  the  reconstruction  of  Europe. 

We  would  point  out  finally  that  while  our  plan  does  not,  as  it  could 
not  properly,  attempt  a  solution  of  the  whole  reparation  problem,  it  fore- 
shadows a  settlement  extending  in  its  application  for  a  sufficient  time  to 
restore  confidence,  and  at  the  same  time  is  so  framed  as  to  facilitate  a 
final  and  comprehensive  agreement  as  to  all  the  problems  of  reparation 
and  connected  questions  as  soon  as  circumstances  make  this  possible. 


PART  II 

I.   The  Currency  Position 

The  Conditions  at  the  Outset  of  our  Enquiry. —When  we  started  our 
investigations  the  value  of  German  currency  had  been  stable  for  some 
two  months.  It  would  not  have  been  pretended,  however,  by  any  author- 
ity, that  German  currency  had  been  stabilized.  It  would  perhaps  be 
juster  to  apply  the  term  "unstable  equilibrium"  than  the  term  "stability" 
to  this  transition  period,  which  has  fortunately  continued  to  the  present 
day.  The  elements  of  permanent  stability,  even  if  the  repercussions  of 
the  budget  situation  are  momentarily  left  out  of  account,  were  then  and 
are  still  wanting. 

One  of  the  first  steps  which  the  Committee  took  was  to  request  Dr. 
Schacht,  the  Governor  of  the  Reichsbank  and  the  Currency  Commissioner 
of  the  Reich,  to  give  evidence  before  them  with  a  view  to  their  being 
fully  informed  of  the  existing  currency  situation. 

Quantity  of  Currency.— The  total  circulation,  although  so  enormous 
in  nominal  values,  was,  when  reduced  to  its  gold  equivalent  at  that  date, 
something  over  3  milliard  gold  marks  only,  whereas  the  pre-war  circula- 
tion in  Germany  had  amounted  to  6  milliard  gold  marks.  Prima  facie, 
therefore,  the  amount  of  currency  seemed  deficient  rather  than  excessive, 
and  not  likely  in  itself  to  be  a  cause  of  further  depreciation.  In  pro- 
portion as  the  German  mark  dwindled  in  value  and  became  less  and  less 
utilizable  for  the  threefold  function  of  standard  of  value,  instrument 
of  payment  and  medium  of  saving,  foreign  currencies  naturally  became 
by  force  of  circumstances,  more  and  more  sought  after  in  Germany. 
The  Germans  resorted  increasingly  to  the  currencies  of  countries  with  a 
comparatively  stable  exchange,  not  only  to  invest  their  savings,  but  also 
to  define  and  even  settle  their  transactions,  and  the  presence  of  such 
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currencies  in  Germany  increased  ever  more  as  the  mark  depreciated 
further. 

In  spite  of  this  extended  use  of  foreign  currencies  in  Germany,  the 
shortage  of  purchasing  power  made  itself  mcreasingly  felt,  leading  first 
the  German  Government,  then  the  States  and  ^lunicipalities,  and  finally 
the  great  industrial  and  agricultural  organizations,  and  even  private 
firms,  to  supplement  the  currency  shortage  by  new  instruments  of  pay- 
ment. These  token  currencies,  expressed  in  gold  or  paper  marks,  sprang 
up  in  Germany  in  the  summer  of  19-22,  at  a  moment  when  the  need  became 
urgent  to  find  new  means  to  meet  the  requirements  of  current  trans- 
actions, the  old  mark  on  the  verge  of  its  collapse  no  longer  answering 
such  requirements. 

At  the  end  of  19-23,  we  find  in  Germany  an  absoluteh'  heterogeneous 
monetary  circulation,  which  included — besides  the  foreign  money  in 
circulation  or  hoarded  (doUars,  pounds,  florins,  gulden,  Swiss  francs, 
French  francs,  Scandina^■ian  crowns,  etc.) — the  old  paper  marks,  Dollar 
Treasury  bonds  (Dollarschatzanweisungen),  bonds  of  the  Gold  Loan 
("U'ertbestandige  Anleihe),  6  per  cent.  Treasury  Bonds  (6  per  cent. 
Schatzanweisungen),  rentenmarks,  and  lastly  a  whole  set  of  odd  emer- 
gency currencies  (^'otgeld)  expressed  either  in  gold  or  in  paper  marks. 

Backing. — The  security  of  the  Rentenmarks  is  a  mortgage  on  real 
and  to  some  extent  on  personal  property.  The  so-called  gold  loan  is 
repayable  in  legal  tender  on  a  gold  basis  but  has  no  gold  backing.  The 
various  forms  of  emergency  money  were  for  the  most  part  based  on  no 
security  at  all.  The  gold  reserve  of  the  Reichsbank  amounted  to  some 
467  miUiards,  but  -200  million  thereof  was  specifically  earmarked  as 
security  for  the  dollar  loan  issued  by  the  Reich  in  19-23. 

Taken  as  a  whole,  therefore,  the  liquid  backing  of  the  currency  is  wholly 
inadequate  for  a  permanent  system. 

Interchangeability. — The  Rentenmark  is  not  actually  legal  currency 
within  the  country  nor  available  for  any  purposes  of  foreign  trade.  The 
old  currencies  with  their  vast  denominations  remain  the  legal  currency, 
but  prices  are  ever\-where  expressed  in  Rentenmarks.  It  is  therefore 
obviously  necessary  that  payments  should  be  made  indifferently  either 
in  Reichsmarks  or  in  Rentenmarks  at  a  fixed  relation  between  them. 
The  Reichsbank  accordingly  accepts  Rentermiarks  at  the  rate  of  one 
Rentenmark  for  1  billion  paper  marks,  and  Rentenmarks  are  also 
acc-epted  in  payment  of  taxes  at  the  same  rate. 

.\nnex  7  to  the  present  report  shows  in  some  detail  the  curious  mon- 
etary situation  in  Germany  at  the  end  of  January  last. 

The  Present  Tranquillity. — As  the  Committee  have  remarked,  the 
elements  of  currency  stability  were  not  to  be  found  in  such  a  situation. 
The  temporary  equilibrium  of  the  German  exchange  has_been  ascribed 
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L  JZt  T""}  'ome  lay  stress  upon  psycholog- 

ical factors,  and  m  particular  a  renewal  of  confidence,  the  exact  basis 
of  which  .  would  be  difficult  to  determine,  but  which  took  account  o 
the  efforts  being  made  by  the  German  Government  to  balance  its  budget, 
and  of  the  appointment  of  the  Committees  of  Experts  by  the  Reparation 
Commission;  others  refer  to  a  decrease  in  internal  consumption  which 
Mith  the  lack  of  credit,  accompanied  by  what  was  probablv  an  excessive 
restriction  in  importation,  reduced  the  demands  both  for  the  circulatmg 
medium  and  for  foreign  currencies. 

Credit  FacUities.-The  exportation  of  tlie  Rentenmark  is  prohibited 
Its  existence  was  of  no  assistance  in  the  maintenance  of  foreign  trade, 
the  Reichsmark  was  too  discredited  to  be  anv  longer  available  for  the 
purpose  of  meeting  foreign  obligations.  Credit  was  only  obtainable 
abroad  at  dangerously  high  rates  of  interest. 

At  the  same  time,  the  currency  depreciation  and  its  secondar\-  effect 
had  produced  a  serious  dearth  of  liquid  capital  in  Germany  itself.  The 
strmgency  may  be  indicated  by  the  fact  that  (according  to  figures  fur- 
nished to  us)  the  Savings  Bank  deposits  had  faUen  from  10,700  miUions  at 
the  end  of  1913  to  760  i  (million)  gold  marks  at  the  end  of  1922;  the  credit 
accounts  in  the  eight  large  Berlin  banks  amounted  to  7,400  miUion  at 
the  end  of  1913,  and  to  about  one  thousand  million  at  the  end  of  1922. 
The  figures  for  1923  are  not  yet  available  but  can  scarcely  exliibit  an  im- 
provement. Leaving  for  the  moment  out  of  account  capital  which  in  one 
form  or  another  had  been  exported,  liquid  capital  in  monetary  forms  liable 
to  depreciation  had  been  steadily  converted  into  fixed  assets  with  a  per- 
manent intrinsic  value.  The  private  individual  had  purchased  consumable 
commodities,  while  industrial  enterprises  had  largely  extended  their 
plant  and  equipment.  The  motor  was  in  good,  perhaps  in  imusuaUy 
good,  condition,  but  the  motive  power  and  lubrication  were  apparently 
lacking. 

Immobile  Credit  Resources. — On  the  other  hand,  there  was  general 
agreement  that  not  inconsiderable  resources  were  available  in  the  shape 
of  German  balances  abroad  and  foreign  currencies  in  the  pockets  of  the 
population  in  Germany  itself.  This  latter  item  alone  has  been  estimated 
at  1.2  milliard  gold  marks  by  the  Committee  appointed  to  consider  the 
means  of  estimating  the  amount  of  German  exported  capital.  It  was 
reasonable  to  suppose  that  a  large  proportion  of  these  resources  would 
be  available  if  complete  confidence  in  the  stability  of  German  currency 
could  be  restored  and  maintained. 

As  stated  in  Part  I,  the  Committee  consider  that  this  end  can  best  be 
secured  by  the  institution,  under  proper  safeguards,  of  a  new  Bank  which 
should  absorb  the  existing  currencies,  liquidate  the  Rentenbank  and 

1  French  text  reads:  755. 


WORLD  PEACE  FOUNDATION 


399 


transform  the  Reichsbank,  and  provide,  against  recognized  banking 
cover,  the  foreign  currencies  necessary  for  the  revival  of  Germanj''s 
languishing  trade.    The  plan  for  this  Bank  is  given  in  Annex  I. 

Psychological  considerations  seem  imperatively  to  require  an  institution 
which  should  be  so  far  new  in  its  policy  and  its  administration,  as  to 
detach  it  entirely  from  the  errors  of  the  recent  past  and  restore  the  older 
traditions  of  German  banking. 

The  Interim  Bank. — Wiile  coming  to  this  conclusion  and  while  reducing 
the  general  plan  to  details,  the  Committee  had  to  deal  with  an  actual 
change  in  the  situation  as  it  originally  presented  itself.  The  Committee 
were  informed  that  a  scheme  for  a  gold  bank  was  in  preparation.  It  was 
expressly  and  admittedly  limited  to  providing  the  means  of  carrying  on 
foreign  trade.  AVhen  first  submitted  it  contamed  some  features  which 
the  Committee  would  not  have  recommended,  and  it  omitted  others 
which  seemed  to  the  Committee  to  be  essential  to  any  permanent  settle- 
ment of  the  problem  as  a  whole.  Moreover,  an  attempt  to  settle  partic- 
ular difficulties  in  isolation  and  without  reference  to  other  essential 
requirements  appeared  to  the  Committee  to  involve  certain  risks. 

The  Committee  therefore  without  expressing  any  opinion  on  the 
plan  as  given  to  them  in  outline,  assured  themselves  Ln  consultation 
with  the  authorities  responsible  for  Germany's  monetary  poHcy  that 
the  Bank  would  be  so  organized  as  to  facihtate  its  absorption  into  a  new 
bank  of  issue  which  might  be  set  up  in  accordance  with  the  recommenda- 
tions of  the  Committee. 

II.   Considerations  Regarding  the  Measurement  of  Germany's 

Burden 

(a)  Commensurate  Taxation 

In  Part  I  we  refer  to  the  fact  that  we  have  taken  full  account  of  this 
principle.  But  it  is  necessary  for  us  to  make  some  further  observations 
thereon. 

The  principle  of  the  "Commensurate  Burden",  as  it  has  been  called, 
unimpeachable  in  abstract  statement,  is  exceedingly  difficult  to  translate 
into  quantitative  measurement  as  a  basis  for  practical  action.  V\hile 
obviously  sound  aud  just,  it  does  not  easily  admit  of  precise  and  arith- 
metical calculation.  What  at  first  sight  seems  to  be  a  simple  conception, 
on  examination  is  found  to  be  complex  and  in  some  respects  not  reducible 
to  exact  definition. 

Now  the  ordinary  expenditure  which  has  to  be  provided  for  in  the 
German  budget  is  reduced,  in  part  by  the  restriction  upon  her  military 
preparations,  but  above  all  by  the  practical  extinction  of  her  internal 
debt. 
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If  Germany  had  sustained  the  burden  of  her  owm  debt,  as  the  AUies 
have  done,  and  not  obliterated  it  by  inflation,  she  would  have  had  to 
raise  41^  to  5  miUiards  per  annum  in  addition  to  her  domestic  expenditure 
1  his  would  make  it  both  just  and  practicable  to  add  a  provision  in 
her  budget  which  should  bear  some  correspondence  to  the  provision 
made  m  the  Allies'  budgets  for  their  war  expenditure. 

But  the  raismg  of  any  particular  sum  from  one  section  of  her  inhab- 
itants, to  be  paid  back  to  another  section  withm  her  borders,  is  a  "burden" 
in  a  different  sense  from  the  paj-ment  of  such  a  sum  by  the  whole  pop- 
ulation to  people  abroad— different  in  more  than  the  economic  sense— 
and  It  IS  difficult  to  bring  such  a  task  into  du-ect  relation  with  the  problem 
of  reparations.  It  is  a  measure  of  what  mdividual  taxpayers,  rather 
than  a  nation,  may  be  capable  of  bearmg. 

In  the  first  case  the  interest  paid  forms  a  part  of  the  national  mcome, 
as  it  is  expended  it  provides  profits  and  a  stimulus  for  internal  trade 
and  so  mcreases  further  the  income  of  the  country,  and  in  particular 
it  is  itself  an  important  source  of  internal  taxation. 

A  payment  in  respect  of  a  debt  to  foreigners  has  no  comparable  advan- 
tages to  the  country  makmg  it.  The  extmction  of  the  German  debt 
has  after  all  been  at  the  expense  of  her  own  nationals,  who  are  her  tax- 
payers: they  have  sustained  as  holders  of  German  bonds,  not  only  the 
burden  which  they  have  ah-eady  escaped  as  taxpayers,  but  that  which 
they  would  have  borne  in  future  years  to  meet  the  service  of  the  internal 
debt  if  its  value  had  not  been  destroyed  by  depreciation.  The  process 
of  extinction  has  indeed  (except  in  its  incidence  as  between  different 
individuals  and  classes)  had  the  same  results  both  to  the  Treasury  and 
to  the  German  taxpayer  regarded  collectively  with  a  capital  levy  devoted 
to  debt  extinction. 

The  loss  incurred  by  individual  holders  of  debt  is  exactly  offset  by 
a  corresponding  profit  accruing  to  the  taxpayers  as  a  whole. 

It  renders  both  practicable,  and  just,  a  greater  charge  for  other  war 
debts  than  would  otherwise  have  been  possible.  A  large  proportion 
of  the  richest  taxpayers  of  the  coimtry  have  obtained  the  relief  without 
themselves  sustaining  the  cost.  They  are  a  proper  source  of  taxation 
commensurate  with  that  weighing  upon  the  corresponding  classes  in 
Allied  countries  and  in  particular  upon  the  industrial  classes.  To  them 
as  individual  taxpayers,  a  tax  is  a  tax  whether  its  ultimate  destination 
is  the  payment  of  a  war  debt  due  to  fellow  citizens  or  to  foreigners.  And 
under  the  system  we  propose  it  may  be  regarded  as  a  tax  in  internal 
currency  without  the  complications  Mhich  result  from  the  question  of 
how  sums  so  received  can  be  converted  into  foreign  exchange.  For^this 
special  problem  we  provide  special  safeguards.  The  German  taxpayer 
should  regard  a  payment  in  respect  of  war  debt  exactly  as  an  AlMed 
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taxpayer  regards  a  similar  paj-ment.  Its  ultimate  destination  need 
not  concern  him,  and  is  certainly  no  justification  for  him  to  attempt  to 
evade  it. 

The  facts  as  to  the  burden  actually  being  borne  by  the  Allies  for  debt 
service  are  perhaps  a  better  approach  to  the  actual  problem.  If  the 
German  burden  per  head  for  debt  were  as  onerous  as  the  burden  for  debt 
existing  upon  the  inhabitants  of  Belgium,  France,  Great  Britain  and 
Italy  taken  together,  then  the  German  debt  charge  would  approximate 
to  6  milliards.  But  in  this  case  again,  the  charge  is  to  a  considerable 
extent  in  the  nature  of  a  redistribution  of  annual  wealth  among  the 
members  of  each  nation  and  has  little  relation  to  the  problem  of  a  national 
burden  in  the  collective  sense. 

In  the  third  place,  it  may  be  said  that  if  the  German  people  were 
burdened  as  heavily  as  the  members  of  the  most  heavily  taxed  of  the 
Allied  countries  are  taxed  for  all  purposes,  excluding  debt  charge,  we 
should  have  an  expression  of  the  commensurate  burden  principle  in  a 
limited  and  strictly  defensible  sense.  But  even  here,  theoretical  and 
practical  difficulties  prevent  exactness. 

In  the  search  for  the  "commensurate",  it  is  not  enough  to  compute 
the  burden  as  a  per  capita  charge,  it  must  be  related  to  per  capita  wealth 
or  income;  it  is  considered  by  many  that  justice  requires  a  "minimum 
of  subsistence"  to  be  first  deducted  from  such  per  capita  income;  the 
amount  of  the  minimum  is  not  exactly  determinable  and  it  seems  to 
vary  as  between  different  countries  of  different  climates,  different  economic 
development  and  different  customs,  e.g.,  as  between  Spain  and  the  United 
States;  it  may  even  vary  between  different  periods  in  the  same  coimtry. 
As  a  rough  working  assimiption,  such  a  minimum  may  be  regarded  as 
varying  in  proportion  to  the  per  capita  income  of  different  countries. 
Furthermore,  over  any  period  of  time  tliis  burden  per  head  in  the  Allied 
countries  must  change  and  what  might  be  a  valid  comparison  to-day  in 
taxation  in  those  countries  may  be  quite  different  in  ten  years'  time. 
The  comparison  of  statistics  of  total  taxation,  national  and  local,  in 
each  country  presents  many  teclmical  diflSculties.  Moreover,  statistics 
of  total  national  income  and  income  per  head  are  at  present  either  very 
defective  or  wholly  lacking.  Notwithstanding  these  difficulties  it  is 
possible  to  compute  roughly  what  total  budget  charge  would  be  borne 
by  the  German  people  if  they  were  subject  to  taxation  (central  and 
local)  on  the  same  scale  per  unit  of  income  as  in  Great  Britain,  and  by 
deducting  from  the  result  the  necessary  domestic  expenditure  to  derive 
an  arithmetical  balance  which  could  be,  theoretically,  at  any  rate,  assigned 
to  the  payment  of  reparation. 

Combining  these  various  aspects,  we  have  reached  the  view  that  the 
"commensurate  burden"  principle  for  Germany,  when  she  is  fully  restored 
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to  economic  prosperity,  would  more  than  justify  all  the  practical  con- 

fensiWe  ^""^  ^^^^  ''^  ^^^^^  ""''^"^ 

There  are  of  course,  good  reasons  of  a  political,  economic  and  psy- 
chological character  for  confining  the  actual  requirements  of  budget 
accumulation  within  Germany  to  limits  well  below  the  figure  that  would 
be  arrived  at  from  the  consideration  of  this  principle  by  itself.  Different 
individuals  will  differ  in  the  degree  of  importance  they  assign  to  such 
re^ons.  It  is  perhaps  unnecessary  to  state  these  aspects  in  detail  and 
sufficient  to  register  our  united  conviction  that  all  our  recommendations 
and  suggestions  are  well  within  what  can  be  morally  justified  on  the  prin- 
ciple of  "commensurate  burden",  whatever  limitations  may  be  placed 
upon  that  principle.  In  this  sense,  therefore,  the  justice  and  moderation 
of  our  proposals  ought  to  be  fully  recognized  by  the  German  people  them- 
selves. 

In  the  above  discussion,  we  have  disregarded  the  question  of  railway 
profits.  Inasmuch  as  budget  revenue  is  not  derived  from  profits  on  rail- 
ways elsewhere,  no  question  arises  as  to  whether  railway  profits  are  a 
burden  (in  the  sense  of  a  tax).  Such  profits  in  other  countries  form  a  part 
of  the  ordinary  profits  of  private  concerns  accruing  to  individuals  and  it 
may  be  said  therefore  that  in  Germany  the  position  of  the  taxpayer  is  the 
same  whether  such  profits  go  to  individuals  or  to  the  Allies  as  reparation. 

On  the  other  hand,  the  German  railway  profits  might  go  in  relief  of 
taxation  burdens,  if  they  were  not  applied  to  reparations.  Moreover  it 
is  difficult  to  say  that  the  abstraction  of  the  profits  of  so  important  an 
undertaking  as  the  railways  of  a  country  from  that  country,  instead  of 
leaving  them  there  to  be  enjoyed  individually  or  collectively  by  the  in- 
habitants, is  not  a  "burden"  in  the  international  sense,  even  if  it  is  not  a 
part  of  the  individual  "commensurate  burden  of  taxation". 


(b)  Export  Statistics  as  an  Index  of  Prosperity 

In  Part  I  we  have  suggested  an  index  of  prosperity  and  indicated  that 
in  our  opinion  it  was  a  fairer  test  than  the  existing  index,  namely,  export 
statistics.  The  use  of  the  latter  in  isolation'  has  certain  definite  defects, 
to  some  of  which  we  desire  to  draw  attention. 

(1)  Foreign  trade  only  covers  part  of  the  area  of  total  trade,  and  if 

foreign  trade  at  a  given  moment  only  covers  a  small  part  of  the 
area,  total  trade  may  be  moving  in  a  direction  opposed  to  that 
of  foreign  trade. 

(2)  Artificial  conditions,  such  as  alterations  in  transport  charges,  may 

*  PVench  text  reads:  employi  isolement. 
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affect  the  trade  figure  in  the  absence  of  any  real  change  in  the 
value  or  volume  of  exports. 

(3)  The  export  statistics,  more  especially  when  no  export  duty  is  in 

force,  may  be  subject  to  changes  La  presentation,  and  frequently 
furnish  material  for  controversy. 

(4)  Reparation  payments  themselves  are,  and  can  only  be  financed  by, 

an  excess  of  exports.  It  follows  that  an  increased  reparation 
payment  in  one  year  furnishes  an  increased  base  for  the  follow- 
ing year.  This  process  is  cumulative  and  the  basis  for  the  index 
is  continuously  raised,  so  to  speak,  at  compoimd  interest,  even 
though  actual  prosperity  may  be  stationary. 

(5)  In  a  country  with  an  economic  life  such  as  that  of  Germany,  in- 

visible exports  may  increase  more  rapidly  than  physical  exports, 
and  there  may  be  a  growing  prosperity  which  is  not  reflected  in 
export  statistics. 

(e)  Measurement  by  Yield  of  Particular  Taxes 

We  have  laid  some  stress  in  Part  I  on  the  fact  that  certain  revenues 
were  chosen  strictly  as  guarantees  and  that  fluctuations  in  their  yield  were 
not  to  be  regarded  (save  in  IQ'je-ST  and  1927-28  exceptionally)  as  deter- 
mining the  pajTnents  due  by  Germany.  The  following  are  the  broad 
principles  justifying  this  standpoint. 

(1)  It  is  desirable  that  the  German  Government  and  the  German  people 
should  be  themselves  interested  in  increasing  the  yield  of  the  controlled 
revenues,  and  should  be  under  no  temptation  to  discriminate  against  these 
taxes  in  favor  of  others. 

(2)  The  year's  hability  which,  under  our  plan,  will  include  an  allowance 
for  increased  prosperity,  will  already  have  been  established  by  one  test, 
in  which,  moreover,  the  yield  of  the  controlled  revenues  indirectly  forms 
one  element.  Having  applied  one  test,  it  would  be  unfair  to  apply  a 
second,  and  to  choose  whichever  gives  the  higher  result. 

(3)  The  year's  liability  ought  not  to  vary  with  the  fortuitous  yield  of 
particular  taxes.  The  character  and  level  of  these  taxes  should  be  chosen 
with  a  view  to  their  suitability  as  security  and  not  with  a  view  to  their 
appropriateness  for  fixing  obligations. 

tnless  the  habiUty  of  the  year  is  definitely  fixed  and  unless  the  Ger- 
man Government  can  proceed  to  estimate  its  resources  by  reference  to 
the  whole  and  not  part  of  the  taxable  field,  the  difficulties  of  forming  a 
satisfactory  budget  are  aggravated,  and  German  credit  is  affected. 

(4)  Common  sense  requires  that  the  reparation  liability  ought  not  to 
rest  even  indirectly  upon  the  rate  of  particidar  taxes,  or  otherwise  every 
change  in  rates  or  methods  of  collection,  even  when  thoroughly  justified 
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by  social  or  political  reasons,  must  be  scrutinized  with  such  a  degree  of 
care  and  perhaps  suspicion  that  it  becomes  a  fruitful  source  of  friction 
and  dispute. 

III.   The  German  Budget  for  1924-25  axd  the  Fiscal  System 

The  19U-S5  Budget— The  German  Government  prepared  and  sub- 
mitted to  us  the  outlme  of  a  provisional  budget  for  1924-25  which  esti- 
mates a  small  excess  of  receipts  over  the  ordinary  administrative  charges 
of  the  country.    (Annex  8.) 

'\^'hile  the  Committee  have  spent  a  great  deal  of  time  upon  the  details 
of  this  Budget,  and  have  put  many  questions  in  writing  to  the  Govern- 
ment and  in  oral  cross-examination  of  the  officials  upon  its  chief  features, 
the  subject  is  so  vast  in  its  ultimate  implications,  especially  having  regard 
to  the  constitution  of  the  Reich,  that  no  finality  could  possibly  be  reached, 
especially  in  a  matter  which  to  the  Germans  themselves  is  full  of  difficulty 
and  doubt.  Nevertheless  we  beheve  that  the  ground  has  been  explored 
to  a  sufficient  extent  to  justify  us  in  feelmg  that  even  a  prolonged  ex- 
amination could  not  substantially  alter  our  conclusions.  To  some  of  the 
more  salient  points  we  shall  make  particular  reference. 

The  conditions  under  which  the  budget  estimates  were  made. —  It  should, 
however,  be  first  remarked  that  in  general  the  budget  must  necessarily 
be  in  the  nature  of  an  experiment  and  the  individual  items  m  it  somewhat 
arbitrary  estimates.  At  the  time  of  our  investigation  Germany  was  pass- 
ing through  an  acute  economic  crisis,  the  direct  result  and  the  culminat- 
ing point  of  a  depreciation  of  the  currency  so  catastrophic  as  practically 
to  destroy  the  currency  and  reduce  the  budget  to  all  but  a  shadow.  The 
habit  of  saving  has  been  destroyed,  and  it  will  require  time  and  the  restora- 
tion of  confidence  to  re-establish  it.  The  existing  wealth  is  mal-distributed 
in  an  almost  unparalleled  degree.  The  cessation  of  depreciation,  with  the 
consequent  removal  of  the  premium  on  export  and  the  stabilization  of 
prices  at  a  level  which  is  momentarily  at  any  rate  above  that  of  the  world 
level,  has  had  important  reactions.  Finality  the  state  of  employment  and 
the  fiscal  and  economic  machinery  of  Germany  have  been  violently  de- 
ranged by  the  events  of  1923;  a  return  to  normal  conditions  in  this  respect 
cannot  be  effected  overnight. 

Assumption  underlying  the  budget. — It  should  be  most  carefully  noted 
that  the  budget  is  not  made  up  to  represent  the  fmancial  expectations  of 
actual  existing  conditions.  As  we  have  remarked  above,  the  general 
budget  as  presented  anticipates  a  credit  balance,  and  the  German  Finance 
Minister  appeared  to  be  reasonabh'  confident  of  his  ability  to  five  up  to 
these  estimates,  provided  three  essential  conditions  were  fulfilled: 
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(1)  that  the  Bank  of  Issue  which  would  serve  as  a  basis  for  the  grant  of 

credits  would  be  established ; 

(2)  that  the  full  development  of  German  economic  life  should  not  be 

restricted  by  the  severance  of  the  Ruhr  and  the  Rhineland; 

(3)  that  Germany  enjoyed  complete  freedom  in  her  economic  relations 

with  other  countries. 

The  first  and  second  of  these  conditions  will  be  fulfilled  if  our  recom- 
mendations are  accepted,  and  they  appear  to  us  to  be  essential  to  budget 
equilibrium.  As  regards  the  third,  we  understand  that  Germany's  com- 
mercial freedom  is  restored  under  the  terms  of  the  Treaty  in  less  than 
twelve  months'  time. 

We  are  not,  however,  satisfied  that  the  budget  as  framed  is  not  exposed 
to  a  real  risk  of  deficit.  The  German  fiscal  year  begins  on  the  1st  of  April, 
and  even  if  our  recommendations  are  accepted  a  certain  lapse  of  time  wiU 
be  necessary  before  an  absolutely  normal  administrative  situation  can  be 
re-established. 

For  this,  if  for  no  other  reason,  we  conclude  that  on  the  existing  basis 
of  taxation  the  estimated  revenue  may  not  be  realized,  even  allowing  for 
certain  possible  underestimates  under  particular  headings. 

On  the  expenditure  side,  the  only  item  on  which  a  saving  may  emerge 
of  any  great  significance  relatively  to  the  possible  deficit  is  the  provision 
of  relief  for  unemployed.  The  sum  allocated  to  this  purpose  (500  million 
gold  marks)  is  estimated  on  the  assumption  that  the  existing  amount  of 
unemployment  will  continue  throughout  the  year.  It  appears  to  us  that 
this  is  unduly  pessimistic  and  any  reduction  in  the  number  wLU  both  re- 
lieve the  expenditure  and  the  revenue  side  of  the  budget,  inasmuch  as 
the  wages  earned  by  a  laborer  are  subject  to  direct,  and  through  the 
medium  of  his  expenditure,  to  indirect,  taxation. 

Taking  one  item  v>ith  another,  however,  we  cannot  justifiably  state 
that  the  results  are  likt-l\-  to  be  any  better  than  have  been  indicated  in 
their  estimate.  But  if,  for  this  year  1924,  there  was  a  deficit  (we  have 
just  seen  that  this  possibUitj-  cannot  be  absolutely  disregarded)  we  can 
assert  that  it  would  not  be  of  an  extent  to  endanger  the  stability  of  the 
currency,  or  force  the  German  Government  to  have  recourse  to  other 
than  the  conventionally  authorized  expedients  for  meeting  it,  such  as 
increases  of  existing  taxation,  further  emergency  taxes,  or  small  internal 
loans. 

Moreover,  so  many  of  the  settlements  due  in  the  year  1924  will  fall 
to  be  made  in  the  year  1925-26,  that  fiscally  these  two  years  tend  to  be 
merged  into  one  period  and,  as  will  be  seen  later,  we  have  no  doubt  that 
in  that  period  ordinary  budget  receipts  will  fully  equal  ordinary  budget 
expenditure. 
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Special  Features  in  the  Fiscal  System.  The  Income  Tax.— We  do  not 
propose  to  comment  in  any  detail  on  the  existing  taxes,  but  there  are 
certain  broad  features  which  call  for  notice. 

We  have  been  unable  to  escape  the  conclusion  that  the  wealthier  classes 
of  Germany  have,  in  recent  years,  not  been  reached  properly  by  the  sys- 
tem of  taxation  in  force,  either  to  an  extent  which  the  taxation  of  the 
workmg  classes  would  justify,  or  to  an  extent  comparable  with  the  burden 
upon  the  wealthier  classes  in  other  countries. 

It  is,  of  course,  common  knowledge  that,  with  a  continually  depreciating 
currency,  many  classes  of  business  men  tend  to  obtain  as  profit  a  larger 
share  than  is  normal  of  the  total  produce  of  industry.  Many  of  their 
expenses  are  in  the  nature  of  fixed  charges;  moreover,  generally  speakmg, 
paper  mark  wages  have  not  advanced  as  rapidly  as  paper  mark  prices 
have  increased,  so  that  the  share  of  the  business  proprietor  m  the  total 
produce  of  industry,  altogether  apart  from  the  special  profits  made  by 
him  on  redeeming  debentures  or  mortgages  at  nommal  figures,  has  tended 
to  be  greater  than  is  normal. 

Direct  taxes,  such  as  income  tax,  are  necessarily  assessed  for  completed 
periods  and  during  a  time  of  rapidly  rising  prices  the  burden  of  any  partic- 
ular year,  based  on  the  profits  of  previous  years,  is  small  relatively  to  the 
profits  of  the  year  itself.  Moreover,  the  process  of  return,  assessment  and 
appeal  for  such  a  tax  necessarily  occupies  further  time,  and  by  the  date 
when  substantive  liability  is  fixed  in  paper  marks  its  real  burden  is  far 
less  than  was  originally  intended.  Further  delay  in  payment  of  that 
liability  intensifies  this  effect.  It  was  not  until  the  inflation  movement 
was  well  advanced  in  Germany  that  any  serious  effort  was  made  to  combat 
this  evil.  Although  the  rates  of  income  tax  according  to  the  nominal 
scales  rose  to  nearly  60  per  cent,  on  the  highest  incomes,  statistics  of 
cases  furnished  to  us  by  the  German  Government  show  that  in  effect,  even 
in  the  year  1920,  the  burden  of  actual  tax  (measured  in  gold)  on  the  higher 
incomes,  instead  of  being  50  to  60  per  cent.,  was  only  half  those  rates  upon 
the  income  of  the  year  (measured  in  gold).  This  was  undoubtedly  one 
of  the  primarj'  causes  for  the  budgetary  difficulties  of  Germany,  and  the 
disparity  was  very  much  greater  in  the  later  periods.  It  can  be  said  with 
confidence  that  the  wealthier  classes  have  escaped  with  far  less  than  their 
proper  share  of  the  national  burden,  and  we  have  put  it  as  a  matter  for 
the  serious  consideration  of  the  German  Government  whether  they  should 
not,  facing  even  the  admitted  administrative  difficulties,  review  the 
assessments  of  recent  years  in  the  case  of  these  particular  classes  of  tax- 
payer and  re-assess  their  liability  upon  a  gold  basis. 

The  whole  system  of  direct  taxation  went  to  pieces  in  1923  and,  for 
1924,  the  income  tax,  as  is  easily  understood,  is  in  abeyance.  The  profits 
of  industry  in  1923  expressed  in  nominal  figures  of  paper  marks  have  no 
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meaning  unless  they  can  be  resolved  into  the  profits  of  the  particular 
dates  on  which  they  were  made  and  then  reduced  to  a  common  denom- 
inator of  gold  values.  A  profit  of  1,000  marks  made  in  January,  19'23,  is 
obviously  quite  a  different  amount  from  1,000  marks  made  in  September. 
We  can  well  believe  the  German  Government  finds  it  impossible  to  use 
the  year  19-23  as  a  basis  for  income  tax  assessment  in  19-ii. 

They  have  been  driven  to  temporary  expedients  of  a  very  makeshift 
character,  not  rising  to  a  higher  normal  burden  than  ■io  per  cent.,  with  the 
intention  of  re-scheming  and  re-assessing  the  income  tax  proper  in  1925. 

These  expedients  do  not  re-assure  us  upon  the  general  question  as  to 
the  taxation  of  the  wealthy  classes,  and,  in  our  judgment,  if  they  desire 
the  Allies  and  their  own  working  classes  to  realize  their  good  faith  in  this 
matter,  the  German  Government  should  publish  at  an  early  date  their 
definite  intentions  with  regard  to  the  scales  of  income  taxation  that  are 
to  be  applied  during  ig'So-^G  to  the  actual  profits  of  192^25  for  the  final 
adjustment  of  the  fiscal  year  1924-25. 

The  1924-25  budget  estimates  1,344  million  gold  marks  as  the  income 
tax  yield,  of  which  all  but  480  million  gold  marks  is  estimated  to  be  assessed 
on  wages. 

We  have  drawn  the  German  Government's  attention  to  the  absence 
in  the  temporary  measures  of  any  proper  provision  at  present  for  dealing 
with  income  from  abroad.  They  were  asked  to  furnish  us  with  details  of 
the  comparative  position  of  different  incomes  drawn  from  dividends  in 
the  years  1920-21,  1923-24  and  1924-25.  The  reply  is  given  in  Annex  9 
as  indicatmg  the  present  position  of  direct  taxation  in  Germany. 

Special  taxation  on  those  who  have  specially  profited  by  depreciation 
of  currency. — Currency  depreciation,  on  the  scale  it  has  occurred  in 
Germany,  has  brought  into  existence  a  new  and  special  tj-pe  of  "windfall" 
wealth  which  is  a  suitable  subject  for  taxation  in  an  emergency. 

The  ultimate  profit  or  loss  to  industry  and  agriculture  as  a  whole  of 
the  depreciation  era  may  be  diflScult  to  calculate.  There  are  many  cases, 
however,  of  industrial  and  other  undertakings  which  were  not  only  able 
to  make  large  profits  but  succeeded  in  paying  off  prior  charges  at  a  trifling 
fraction  of  their  value  when  incurred. 

If  a  mortgage  or  debenture  of  10,000  marks  has  been  paid  off  for  prac- 
tically nothing,  a  "wmdfall"  profit  to  the  debtor  (at  the  expense  of  the 
impoverished  creditor)  has  been  made  to  that  extent.  If  it  has  not  yet 
been  paid  off,  but  the  debt  can  in  due  course  be  discharged  by  worthless 
paper  marks,  the  "wmdfall"  is  a  potential  one.  In  this  last  case,  it  has 
been  decided  by  the  German  Government  to  "valorize"  the  debt  at  15 
per  cent.,  and  the  windfall  to  the  creditor  is  to  be  restricted  to  85  per  cent. 
On  tliis  remarkable  improvement  in  his  position,  the  Government  pro- 
poses to  levy  a  tax  of  2  per  cent.,  or  1.7  on  the  whole  debt.   In  the  case 
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where  the  debt  has  been  paid  ofiF,  the  Government  will  take  the  actual 
difiFerence  between  the  gold  price  paid  and  16.7  per  cent.  In  our  view, 
such  special  taxation,  if  justified  in  principle  at  all,  as  we  believe  it  to  be! 
is  justified  at  much  higher  rates.  But  certain  rights  of  taxation  are  being 
given  to  the  Federal  States  which  encroach  upon  this  area  of  taxation, 
and,  for  the  rest,  our  proposals  (Section  IX,  C,  of  Part  I)  in  regard  to 
industrial  debentures  cover  what  might  otherwise  have  been  independent 
recommendations  under  the  head  of  taxation. 

Similar  extraordinary  profits  have  been  made  through  State  subventions, 
and  through  the  repayment  in  depreciated  currency  of  bank  loans,  State 
advances,  and  other  similar  obligations. 

The  Reich  and  the  States. — The  third  special  feature  to  which  we  would 
refer  is  the  financial  relation  between  the  Reich  and  the  States  and  Com- 
munes. 

The  more  complete  financial  centralization  that  took  place  after  the 
war  in  accordance  with  the  Weimar  Constitution  has  not  fundamentally 
changed  the  character  of  the  relations  between  the  Reich  and  the  States. 
Although  the  Reich  is  charged  with  the  administration  of  taxes  formerly 
undertaken  by  the  States,  it  is  under  obligation  to  cede  the  major  part  of 
the  proceeds  of  the  income  tax,  for  example,  to  them.  The  States  dis- 
charge wholly  or  in  part  many  of  the  functions  of  Government,  and  there 
is  no  clear  principle  connecting  their  resources  with  their  obligations. 
When  in  difficulties,  they  press  the  Reich  for  larger  subventions  (as  per- 
centage of  the  yield  of  taxation)  just  as  in  turn  the  needy  Commimes 
press  the  States  for  greater  financial  aid. 

The  situation  has  hitherto  been  governed  by  merely  political  or  admin- 
istrative opportunism  rather  than  by  clear  financial  principle.  The  Reich 
can  either  yield  to  the  pressure  for  higher  percentages  in  subvention  or 
they  can  confer  upon  the  States  the  right  to  exploit  particular  fields  of 
taxation  for  themselves.  The  check  by  the  States  upon  the  Communes 
is  equally  unsatisfactory.  It  is  almost  impossible  to  ascertain  the  true 
cost  of  any  of  the  single  functions  of  Government  in  view  of  its  division 
between  these  three  constitutional  entities,  and  in  the  absence  of  proper 
aggregated  financial  statistics  of  the  States  and  still  more  of  the  Com- 
munes. 

The  changes  that  have  taken  place  completely  falsify  any  comparison 
which  could  be  established  between  the  pre-war  Reich  budget  and  that 
for  1924-25. 

Moreover,  these  relations  are  once  more  under  review.  Diu-Lng  the 
period  of  rapid  depreciation,  the  resources  of  the  States  and  Communes, 
together  with  the  regular  allocations  from  the  revenues  of  the  Reich, 
were  inadequate  to  their  needs.  Their  financial  situation  was  similar  to 
that  of  the  Reich  itself. 
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The  expedient  adopted  by  the  Reich  of  multiplying  the  issue  of  notes 
was  not  open  to  the  States  and  Communes,  who  had  necessarily  to  be  sup- 
pUed  with  continuously  increased  subsidies  from  the  Reich,  and  this  pro- 
ceeding was  one  of  the  principal  causes  of  the  utter  breakdown  of  the  Ger- 
man finances. 

The  resultant  chaos  has  been  such  that  no  up-to-date  statistics  are 
available,  and  the  States  have  not  yet  framed  their  budgets  on  a  gold 
basis.  It  is  in  our  opinion  essential  that  at  the  earliest  possible  moment 
the  preparation  of  complete  statistics  of  the  receipts  and  expenditure  of 
the  States  and  Communes  should  be  resumed. 

The  importance  of  the  question  may  be  seen  if  it  is  realized  that  the 
Reich  budget,  after  allowing  for  the  subsidies,  contains  little  more  than 
one-third  of  the  total  expenditure,  one-third  being  met  by  the  States  and 
one-third  by  the  Communes.  It  would  be  quite  possible  for  the  Com- 
munal budgets  to  be  enjoying  considerable  prosperity  at  the  same  time 
that  the  Reich  budget  is  in  serious  difEcidties. 

AYe  do  not  pretend  to  be  in  a  position  to  make  detailed  recommenda- 
tions; the  subject  is  a  comphcated  one  and  involves  the  consideration  of 
social  and  political  factors,  many  of  which  have  deep  roots  in  historic 
traditions. 

Moreover,  if  our  recommendations  are  accepted  in  their  entirety,  self- 
interest  alone  may  almost  confidently  be  relied  upon  to  force  the  German 
Government  to  make  provident  arrangements  with  the  States,  and  it  has 
already  given  us  an  assurance  that  the  regime  of  increased  subsidies  has 
come  to  an  end  and  wUl  not  be  revived. 

It  is  clear,  however,  that  in  the  near  future  the  German  Government 
must  take  steps  to  put  the  relations  between  the  Reich  and  its  component 
parts  on  a  regular  basis  which  shall  ensure  that  the  latter  are  not  a  con- 
stant drain  upon  federal  resoiu-ces;  the  existing  hole  in  the  budget  must 
be  plugged. 

It  does  not  suflice,  in  our  judgment,  for  the  Reich  to  remain  in  supine 
contentment  with  the  present  situation  merely  because  it  has  been  the 
result  of  constitutional  evolution.  Germany  waged  war  as  an  undivided 
whole  and  the  financial  responsibility  of  the  Reich  to  the  Allies  cannot  be 
qualified  or  weakened  by  an  attitude  of  passive  acquiescence  in  the  un- 
diminished rights  of  subordinate  areas.  So  long  as  Germany  has  any  ex- 
ternal obligations  they  must  be  paramount,  and  the  resources  normally 
to  be  assigned  to  the  States  and  Communes  must  be  clearly  defined,  and 
care  must  be  taken  to  secure  that  these  resources  are  not  more  than 
adequate  to  legitimate  needs. 

AVhere  further  assistance  must  be  given  by  the  Federal  Treasury  the 
amount  of  such  assistance  should  again  be  strictly  proportioned  to  the 
necessities  of  each  case,  and  subordinated  to  continually  increasing 
central  supervision  by  the  Federal  Treasm-y  of  local  expenditure. 
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In  considering  the  budget  as  drafted  in  1924-25,  we  have  felt  compelled 
to  assume  that  the  assignment  to  the  States  amounting  to  1,800,000  000 
gold  marks  is  an  irreducible  figure,  and  that  if  the  States  themselves  have 
budgeted  for  the  receipt  of  this  sum  the  Reich  will  be  unable  to  escape 
the  habihty  m  one  form  or  another.  This  is  the  most  probable  assumption 
which  we  can  make  in  a  matter  which  bristles  with  political  difficulties, 
and  It  is  supported  by  the  estimates  submitted  to  us  of  the  Revenue  and 
Expenditure  m  1924-25  of  Prussia,  Saxony  and  Bavaria;  in  each  case 
dencits  are  disclosed. 


FURTHER  COMMENTS  UPON  PARTICULAR  TAXES 

1.  The  Committee  recognize  that  the  taxation  of  each  large  nation 
to-day  IS  the  product  of  many  factors,  including  its  historical  evolution. 
Its  economic  conditions,  its  political  ideas,  its  constitutional  framework, 
and  its  social  psychology.  What  is  a  good  system  for  one  country  may  be 
quite  unacceptable  for  another.  Even  though  the  same  elements  may 
exist  in  two  systems,  the  importance  played  by  those  several  elements  in 
the  whole  may  be  quite  different.  If  a  similar  total  burden  is  being  raised 
in  two  countries,  it  is  almost  certain  that  the  manner  in  which  it  is  being 
spread  over  the  community  and  the  particular  devices  adopted  to  raise 
it  will  be  very  different. 

2.  For  these  and  other  similar  reasons  we  do  not  regard  it  as  particularly 
profitable  to  pass  the  German  budget  in  detailed  review  merely  to  suggest 
that  each  particular  tax  can  be  raised  to  a  rate  or  level  found  in  some 
Allied  country  for  that  tax,  and  thus  to  impose  upon  Germany  the  maxi- 
mum burden  borne  under  each  head  in  any  of  the  creditor  countries.  To 
do  this  would  be  to  lose  sight  of  the  principle  we  have  referred  to  above, 
and  also  to  ignore  the  question  of  the  total  burden.  For  example,  to 
state  that  Germany  could  stand  increases  in  the  rates  on  tobacco,  beer, 
spirits,  etc.,  to  the  level  of  those  in  England,  while  ignoring  the  existence 
of  her  high  turnover  tax,  which  England  does  not  impose;  or  to  state  that 
Germany  could  bear  increased  rates  of  death  duties,  while  wholly  ignoring 
the  existence  of  her  capital  taxes,  would  be  to  destroy  the  balance  of  her 
system  and  be  oblivious  to  the  total  burden  thus  accumulated.  The 
Committee  would  desire  to  avoid  being  dogmatic  as  to  the  way  in  which 
a  given  sum  shall  be  raised  by  the  German  Government.  Having  come 
to  the  conclusion  that  a  given  burden  can  be  borne,  it  is  for  Germany  to 
suit  her  own  conditions  in  prescribing  the  ways  in  which  it  shall  be  ob- 
tained. At  the  same  time,  diverse  as  the  systems  in  the  Allied  countries 
themselves  are,  the  Committee  offer  the  following  suggestions  as  the 
subject  of  their  common  agreement  and  as  suited,  in  their  judgment,  to 
German  conditions. 
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1.  Tobacco 

Eminent  technical  experts  have  made  the  following  suggestions,  which 
we  commend  to  the  notice  of  the  German  Government.^ 

While  they  believe  that  the  institution  of  a  Tobacco  Monopoly  would 
entail  heavj'  immediate  expenditure,  thus  causing  economic  disorder, 
the  Technical  Experts  recommend  that  the  free  manufactiure  and  sale 
of  tobacco  should  only  be  allowed  to  continue  if  subject  to  the  regulations 
of  the  following  scheme: 

(1)  Xo  factory,  nor  wholesale  or  retail  tobacco  shop  may  in  future  be 

established,  nor  may  any  existing  establishment  be  enlarged 
without  the  permission  of  the  State. 

(2)  The  introduction  of  tobacco  substitutes  in  manufacture  is  pro- 

hibited. 

(3)  The  number  of  existing  factories  must  be  reduced  by  abolishing, 

with  a  fair  indemnity,  those  which  are  really  not  industrial  in 
character,  while  all  factories  which  have  been  proved  by  experi- 
ence to  be  incapable  of  producing  goods  at  a  fair  cost  price  must 
be  expropriated. 

(4)  Products  manufactured  in  the  various  factories  shall  still  be  sold 

with  their  trade  mark,  while  the  sale  price  to  the  consumer  shall 
be  indicated  on  each  package;  each  box  or  packet  to  be  sealed 
with  a  band  representing  the  State  guarantees. 

(5)  Existing  manufacturers  shall  form  a  consortium  according  to  the 

category  of  goods  produced.  This  consortium,  while  collec- 
tively undertaking  to  supply  the  State  with  the  quantities  re- 
quired for  consumption,  shall  have  to  deliver  its  products  at 
its  own  expense  and  exclusively  to  the  State  warehouses 
indicated. 

(6)  The  products  manufactured  shall  be  bought  by  the  State  at  a 

price  to  be  fixed  at  regidar  intervals. 

(7)  Prices  shall  be  fixed  in  conformity  with  the  results  obtained  in  one 

or  two  State  factories,  to  be  run  for  experimental  purposes  and 
for  the  control  of  prices. 

(8)  Importers  of  foreign  manufactured  products  shall  be  free  to  con- 

tinue their  business  on  the  sole  condition  that  they  sell  the 
imported  products  to  the  State  warehouses,  under  the  same 
conditions  of  dehvery  as  home  manufacturers  who  deliver  the 
goods  produced  in  their  factories. 

^These  suggestions  are  contained  in  a  rejxirt  drawn  up  by  M.  Mayer  and  M. 
Aliprandi,  which  will  be  put  at  the  disposal  of  the  Reparation  Commission,  together 
with  a  report  on  indirect  taxes  drawn  up  by  M.  Hidin  and  M.  Mazzucchelli. 
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re^::!ZZ::^:  technical  Experts  make  the  foUowing 

(1)  The  State  shaU  use  the  wholesale  dealers'  warehouses  for  its  own 

purposes. 

(2)  RetaU  sales  must  be  carried  out  exclusively  by  licensed  retail  dealers. 

(3)  The  retad  dealers  must  only  seU  State  products  bearing  the  proper 

'^^nd,  at  the  price  fixed  on  the  package. 
W  I  he  remuneration  of  retaU  dealers  shaU  be  fixed  at  regular  mtervals 
by  a  certam  rate  of  commission  on  the  sale  price  to  the  consumer 
such  rate  not  to  exceed  an  average  of  12  per  cent.  Bonuses  withiii 
tfiis  bmit  of  12  per  cent,  would  encourage  the  most  energetic 
retail  dealers  and  thus  develop  the  turnover. 

(5)  Payment  for  manufactured  products  dehvered  to  retaU  dealers 

shall  be  made  to  the  warehouse  supplybg  them  by  means  of 
cheque  or  postal  order  (not  in  cash  and  without  credit)  minus 
the  commission  above  stated. 

(6)  A  smaU  number  of  State  retaU  shops  shaU  be  instituted,  in  order 

to  obtam  rehable  estimates  and  to  control  the  expenses  of  sale. 

On  the  basis  of  this  plan,  the  technical  experts  make  the  foUowing 
estunate  of  the  profit  to  be  obtained  by  the  State: 

Swiss  Francs 

Cost  of  manufacture   47g  jgQ  qqq 

Manufacturer's  profit  and  additional  general  expenses 

(35  per  cent,  of  the  cost  of  manufacture)   166,656,000 

Expenses  for  the  warehouse  service  and  general  expenses 

of  the  sale  organization  (1  per  cent,  of  the  gross  re- 

ceipts)    20,906,400 

Cost  of  delivery  to  retailers  (12  per  cent,  of  the  gross 

receipts)   230,876,800 

Additional  expenses  for  transport  (80,000  tons  x  average 

distance  of  25  km.  x  0.25  fr.)   500,000 

Annuity  payment  in  the  event  of  the  indemnification  of 

one-fourth  of  the  present  manufacturers   16,975,000 

Total  expenses   912,074,200 

Gross  receipts  (according  to  tables  V  and  "\T)  .  .  .  .  2,090,640,000 

Net  profit  for  the  SUte   1,178,565,800 

That  is  856,515,000  gold  marks. 
Percentage  of  net  profit,  56.4  per  cent. 
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The  technical  experts  have  the  following  observations  to  make  on 
the  above  table : 

(1)  An  annuity  pajTnent  is  provided  for,  which  would  correspond 

to  the  amounts  to  be  allowed  for  the  indemnification  of  the 
small  factories  to  be  closed  down. 

(2)  The  cost  prices  of  a  free  industry  distributed  among  a  large  number 

of  factories  are  higher  than  those  of  a  monopoly.  Consequently, 
the  costs  of  manufacture  under  a  monopoly  system  are  increased 
by  35  per  cent,  in  order  to  allow  the  manufacturer  a  reasonable 
profit. 

(3)  With  this  organization,  which  leaves  the  factories  and  retail  estab- 

lishments in  their  present  form,  the  taxes  now  collected  by  the 
German  Government  would  no  longer  have  to  be  deducted, 
with  the  sole  exception  of  the  tax  on  wholesale  dealers  to  the 
amount  of  6  millions. 

Under  a  system  of  sale,  organized  in  conformity  with  this  scheme, 
the  technical  experts  put  forward  the  results  of  such  a  plan  as  under: 


Gold  Harks 

Gross  receipts  (amount  expended  by  consumers)  ....  1,523,960,000 
Profit  obtained  by  the  State  from  which  must  be  deducted 

the  taxes  at  present  collected  by  the  Reich   856,515,000 

Customs,  tax  on  turnover   6,000,000 

Net  profit  obtained  by  the  State    850,515,000 


The  technical  experts  consider  that  it  would  be  preferable  to  intrust 
the  sale  organization  to  an  entirely  autonomous  organization,  the  con- 
stitution of  which  might  well  be  based  on  the  example  of  the  Swedish 
monopoly.  On  the  other  hand,  it  is  their  opinion  that  the  present  fiscal 
organization  of  the  German  Reich  should  be  used  for  the  supervision 
of  the  tax. 

In  conclusion,  the  technical  experts  believe  that  durmg  the  first  period, 
which  would  not  exceed  two  years,  the  estimate  of  the  guaranteed  net 
profit  might  be  based  on  the  assumption  that  each  inhabitant  spends 
only  26  Swiss  francs  per  annum,  which  is  the  figure  now  obtaining  in 
Austria.  Such  a  figure  would  yield  a  net  profit  of  657  millions  of  gold 
marks,  on  the  following  estimate: 


Stciss  Francs 

Gross  Receipts  26  x  62  millions   1,612,000,000 

Total  expenditure^   707,917,000 

Net  profit    904,082,000 

or  657,000,000  gold  marks. 


'Expenditure  shown  in  the  table  on  the  previous  page  reduced  by  with 
e  exception  of  the  expropriation  annuity. 
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To  recapitulate,  the  guaranteed  revenues  for  the  payment  of  reparation 
which  Germany  might  obtain  by  the  Tobacco  Tax  would  be  as  follows: 

Millions  gold  marks 
(German  estimate) 

1924-  25   498 

1925-  26    657 

1926-  27    657 

1927-  28    856 

A  considerably  larger  sum  can  be  realized  from  the  German  duties, 
while  decreasing  the  burden  falling  on  the  German  consumer.  The  less 
efficient  factories  will  be  eliminated  and  substitutes  will  be  abohshed; 
surplus  profits  of  the  intermediaries  will  be  reduced,  leaving  them  never- 
theless a  reasonable  margin.  Without  introducing  the  monopoly  reform, 
standard  factories  will  be  instituted  (one  or  two  factories  to  control  costs 
and  few  selling  shops)  and  the  sales  will  be  strictly  disciplined.* 

The  proceeds  would  be  paid  in  periodically  by  the  "Service  of  Assigned 
Revenues",  either: 

o.  in  the  case  of  the  adoption  of  the  "assiette"  suggested  by  the 
technical  experts,  on  the  basis  of  60  per  cent,  of  the  gross  revenue; 
(as  the  technical  experts  themselves  have  calculated  that  40  per 
cent,  represents  purchase  price  of  manufactured  tobacco,  plus 
cost  of  distribution,  etc.,  the  remaining  60  per  cent,  represents 
an  absolutely  net  profit  from  the  duty)  or, 

b.  otherwise,  on  the  basis  of  a  sum  in  gold  marks  for  every  kilogram 
of  tobacco  taxed,  according  to  the  various  chief  qualities  of  the 
tobacco;  this  sum  to  be  fixed  by  the  technical  experts. 

2.  Indirect  Taxes  Generally 

The  rates  appear  to  the  Committee  to  be  unduly  low,  and,  as  prosperity 
grows,  to  be  susceptible  of  increase  without  diminishing  consumption. 

3.  Turnover  Tax 

It  is  oiu'  general  opinion  that  this  tax  should,  at  the  earliest  possible 
moment,  be  somewhat  reduced  in  favor  of  other  forms  of  taxation. 

4.  Taxes  on  Motor  Transport 

It  is  considered  that  the  present  total  burden  is  too  low  and  that  a 
substantial  further  sum  might  be  raised  without  detriment  either  by  a 
tax  on  petrol  or  a  supplementary  duty  on  motor  cars,  or  by  a  combmation 
of  these  means. 

*  French  text  reads:  strictemerU  r&glemeniies. 
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5.  Death  Duties 

The  yield  from  these  duties  is  extraordinarily  low,  judged  by  almost 
any  standard.  It  is  not  satisfactorily  accounted  for  by  the  temporary 
depreciation  in  capital  values  which  is  due  to  lack  of  profits  and  trade 
output.  Not  only  is  the  total  yield  low  judged  by  any  test  as  to  capital 
values,  but  the  actual  rates  of  duty  being  imposed  are  also,  in  the  Com- 
mittee's judgment,  inadequate.  AVhile  not  unmindful  of  the  effect  of 
the  relation  between  these  duties  and  the  capital  tax  in  general,  the  Com- 
mittee thinks  that  the  position  disclosed  in  the  following  table,  compiled 
by  the  German  Government,  indicates  that  there  is  considerable  room 
for  increased  taxation  under  this  head.  It  will  be  observed  that  where 
the  rate  in  Germany  is  nominally  higher  than  that  in  other  countries, 
it  is  in  those  scales  where  the  tax  may  be  least  influential  in  its  effect 
upon  total  yield. 

Annual  taxation  on  capital,  in  the  Committee's  judgment,  tends  to 
become  a  part  of  the  income  tax  system  and  to  discriminate  between 
income  derived  from  work  and  that  derived  from  investment.  In  this 
case,  therefore,  taxation  of  capital  by  annual  payments  is  in  a  different 
category  from  ordinary  succession  duties.    (See  table,  page  416.) 

IV.    Proposal  for  Control  of  Revenues  Assigned  as 

Secubity 

It  is  necessary  to  elaborate  in  rather  fuller  detail  the  recommendations 
which  we  have  made  in  Part  I  of  this  report  for  the  assignment  of  the  taxes, 
etc.,  on  tobacco,  alcohol,  sugar,  beer  and  of  the  customs  revenue  as  security 
for  payment  of  the  sums  charged  annually  on  the  German  budget. 

As  regards  the  j'ears  1926-27, 1927-28,  as  ah-eady  mdicated,  the  assigned 
revenues  will  play  a  special  part  in  our  plan.  They  wiU  not  only  serve  as 
a  guarantee  to  creditors,  but  also  as  a  means  of  measuring  the  contingent 
addition  to,  or  deduction  from,  the  total  amount  of  reparation  payments 
laid  down  in  the  plan.  If  the  yield  of  these  revenues  falls  short  of  1 
miUiard  in  1926-27  or  13^  milliards  m  1927-28,  the  reparation  payments 
will  be  dimmished  by  an  amount  equal  to  one-third  of  such  deficiency; 
on  the  other  hand,  if  they  exceed  those  limits,  there  will  be  an  additional 
payment  equal  to  one-third  of  the  excess;  both  deduction  and  addition 
however  are  limited  to  an  amount  of  250  million  in  each  year. 

In  1928-29,  and  subsequent  years,  the  amount  of  Germany's  obligation 
IS  fixed  by  the  standard  payment,  plus  supplementary  payment  (and  into 
the  computation  of  the  latter,  the  mcreased  consumption  of  these  taxed 
articles  will  enter). 

The  total  yield  of  the  controlled  revenues  wiU  be  paid  into  the  account 
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Fiscal  Burden  constituted  by  tJw  Death  Duties  in  Germany,  Belgium, 
Great  Britain  and  France 


(Burden  expressed  in  percentage) 


Property  Left' 

j  Germany 

Belgium 

Gt.  Britain 

France 

In  gold  marks 

Wife  and  three  chUdren 

20,000   

1.5 

2.1 

3.0 

3.5 

200,000   

2.9 

2.7 

5.0 

6.1 

2,000,000   

5.9 

3.8 

15.9 

11.5 

6  000  000 

7.5 

4.8 

22.8 

14.4 

Brother 

20,000   

7.8 

8.3 

3.0 

23.3 

200,000   

17.4 

11.4 

5.0 

36.0 

2,000,000   

30.0 

17.0 

19.2 

50.1 

6,000,000   

30.0 

22.2 

25.9 

56.2 

Person  next  of  kin 

20,000   

18.2 

16.7 

3.0 

36.8 

200,000   

40.6 

22.8 

5.0 

48.3 

2,000,000   

70.0 

34.8 

23.5 

61.0 

6,000,000   

70.0 

44.5 

29.8 

66.5 

of  the  agent  for  reparation  payments  as  from  the  time  when  the  plan  is 
put  into  execution. 

In  the  first  year  in  which  there  is  a  charge  on  the  budget  and  in  all  sub- 
sequent years,  the  amounts  required  to  meet  the  charge  will  be  retained 
and  the  balance  will  be  periodically  released  to  the  German  Government. 

We  propose  that  there  should  be  one  Commissioner  to  supervise  the 
controlled  revenues  and  under  him  a  Sub-Commissioner  for  each  of  the 
five  controlled  revenues. 

In  order  that  the  Reparation  Commission  may  be  in  a  position  to  secure 

1  The  foreign  currency  has  been  converted  into  gold  marks  on  the  basis  of  the 
average  rates  of  exchange  quoted  for  the  currency  at  issue  on  the  Berlin  Stock 
Exchange  in  the  month  of  January,' 1924.  According  to  these  quotations  1,000  gold 
marks  were  equivalent  to: 

55.5  pounds  sterling  in  round  numbers,  or 
5,000  French  francs  in  round  numbers,  or 
5,550  Belgian  francs  in  round  numbers. 
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an  officer  of  the  greatest  experience  and  efficiency  as  Chief  Commissioner, 
the  area  of  selection  should  be  as  wide  as  possible  and  not  confined  to  the 
Allied  countries. 

He  should  have  the  assistance  of  a  consultative  and  advisory  com- 
mittee on  which  each  of  the  interested  Allied  countries  would  be  repre- 
sented. 

The  various  German  services  of  the  assigned  revenues  would  be  obliged 
to  deposit,  through  the  receiving  offices,  immediately  on  receipt,  the 
amount  received  under  the  head  of  the  revenues  in  question  at  the  nearest 
branch  of  the  Central  Bank  acting  as  treasurer. 

A.  Funds. — The  separate  branches  should  pay  the  sums  into  the 
Central  Bank  to  an  accoimt  at  the  disposal  of  the  Commissioner,  who 
should  afterwards  provide  for  the  periodical  " reversements "  to  the  Ger- 
man Government  of  sums  Ln  excess  of  the  proportion  of  the  year's  Peace 
Treaty  payments  accrued  to  date. 

B.  Audit. — The  Commissioner  would  impose  such  methods  of  independ- 
ent audit  as  he  might  desire  to  ascertain  that  all  assigned  revenues: 

(1)  were  properly  obtained  from  the  public,  and 

(2)  flowed  through  the  control  administration. 

C.  Detailed  Responsibility  for  Management. — He  would  not  be  obliged 
to  assume  responsibLUty  for  detailed  administration  except  in  the  case  and 
in  the  manner  indicated  below.  It  would  be  his  duty  to  see  at  all  times 
that  the  administration  was  reasonably  efficient  and  the  accounting 
system  honest  and  accurate.  But  since  the  interests  of  the  Allies  are  not 
affected  so  long  as  the  revenues  are  sufficient,  with  an  adequate  margin, 
to  meet  the  annual  charges,  it  would  not  be  his  duty  Ln  such  circumstances 
to  interfere  with  the  details  of  Control. 

He  would  therefore  not  normally  be  obliged  to  insist  on  the  exact  tariffs 
or  the  exact  form  of  administration  which  would,  in  his  view,  secure  the 
utmost  yield,  and  he  would  not  therefore  be  obUged  (unless  the  need  arose) 
to  assume  the  responsibility  of  detailed  direction  with  the  administrative 
expense  of  staff,  etc.,  which  that  would  involve,  nor  would  he  be  required 
to  have  such  an  elaborate  and  expensive  accounting  and  calculating  per- 
sonnel as  would  enable  him  to  certify  that  every  mark  was  accurately 
accounted  for  (which  is  obviously  a  very  different  thing  from  seeing  that 
the  system  is  honest  and  efficient). 

If  the  need  arose  his  control  would  become  automatically  more  active, 
more  responsible,  more  difficult  and,  of  necessity,  more  expensive.  For  if 
the  revenues  were  in  danger  of  being  insufficient,  it  would  be  his  duty  to 
take  every  possible  measure  to  increase  their  productivity.  This  increase 
in  the  active  character  of  the  control  would  be  in  exact  proportion  to  the 
need  for  it.  He  would  thus  reform  and  direct  administration  in  detail 
only  if  and  so  far  as  necessary. 
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p.  The  technical  control  would  consist,  in  the  ordinary  course,  of  the 
right: 

(a)  to  obtain  all  information  and  examine  all  books; 

{b)  to  visit  and  inspect  the  factories  subject  to  duti^,  and  to  ascertain 

that  approved  standards  are  maintained; 
(c)  to  send  experts  to  report  and  advise  and,  in  case  of  actual  necessity 

arising,  to  exercise  detailed  control; 
{d)  to  propose  higher  technical  standards; 
(e)  to  require  prior  advice  of  all  administrative  regulations. 

In  settUng  the  constitution  of  the  Control  Body,  it  should  be  borne  m 
mind  that  it  may  be  concerned  with  the  issue  of  bonds  guaranteed  by  the 
said  assigned  revenues,  if  it  is  desired  to  create  an  mternational  bond  other 
than  the  railway  one. 

The  German  Government  should  be  asked  not  to  reduce  the  rate  of  the 
assigned  revenues  without  the  consent  of  the  Commissioner,  which  would 
not  be  given  untQ  the  consultative  committee  had  had  an  opportunity  of 
considermg  the  proposal  and  approved  it  by  a  majority;  on  the  other 
hand,  it  is  considered  necessary  that  the  German  Government  should  be 
encouraged,  regard  being  had  to  the  rates  prevailing  in  other  countries, 
to  effect  increases  in  the  taxation  of  alcohol,  beer  and  sugar. 

The  above  system  makes  it  unnecessary,  in  relation  to  the  problem  of 
security,  to  insist  on  an  increase  in  any  particular  tax,  though  we  suggest 
to  the  German  Government  that  it  is  to  their  interest,  especially  having 
regard  to  the  rates  prevailing  in  other  countries,  to  effect  increases  in  the 
taxation  of  alcohol,  beer  and  sugar.  But  all  interference  in  the  German 
Government's  tariff  policj'  is  to  be  avoided. 

To  sum  up  this  subject  we  would  lay  dowTi  the  following  general  prin- 
ciples : 

(1)  The  main  lines  on  which  the  Control  should  work  ought  to  be 

decided  by  the  countries  interested.  These  main  lines  establish- 
ing the  principle  of  a  control  developing  automatically  as  re- 
quired, and  becoming  complete  control  as  soon  as  the  revenues 
appeared  to  be  insufBcient,  should  therefore  be  laid  down  in 
Protocols  signed  by  all  the  coimtries  whose  interests  are  mainly 
involved. 

(2)  These  main  lines  should  be  elaborated  into  detailed  instructions  by 

international  experts  (in  practice  of  the  nationalities  of  the 
coimtries  interested). 

(3)  With  this  safeguard,  the  execution  of  the  control  is  intrusted  to  a 

single  impartial  person  (with  the  necessary  staff)  so  as  to  secure 
the  rapid  and  consistent  administrative  decisions  required  for  an 
efficient  Control. 
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(•t)  His  responsibility  to  the  Reparation  Commission  should  not  be  of 
a  day  to  day  order,  but  a  periodical  report  should  be  made  by 
him  upon  the  condition  and  yield  of  the  gage  revenues. 

(5)  In  the  event  of  the  re\  enues  for  a  given  year  proving  insufficient, 
the  whole  system  outlined  in  this  scheme  (working  of  the  rail- 
ways, a  mortgage  on  industrial  property,  the  control  of  the 
revenues  assigned  as  security)  will  be  prolonged  as  required  for 
the  purpose  of  making  good  the  deficit. 

The  Committee  desires  to  express  its  high  appreciation  of  the  valuable 
and  efiicient  co-operation  received  throughout  its  task  from  the  General 
Secretary,  Mr.  Andrew  McFadyean,  and  to  thank  his  assistant,  Monsieur 
Denis,  the  interpreters,  and  all  the  staff  for  their  imgrudging  services. 

Paris,  April  9th,  I92i. 

Chahles  G.  Dawes,  Chairman 

OwEx  D.  Young 

Robert  M.  Kindehsley 

J.  C.  Stamp 

J.  Pahiientier 

Edgard  Allex 

Alberto  Pirelli 

Federico  Flor.\ 

E.  Fr.\kcqui 

Maurice  Houtart 
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ANNEX  NO.  1   TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

PLAN  FOR  THE  ORGANIZATION  OF  A  BANK  OF  ISSUE  IN 

GERMANY 

I.   Name  and  Location 

The  Bank,  hereinafter  designated  as  the  "New  Bank",  shall  bear 
a  new  and  suitable  title,  unless,  in  conformity  with  paragraph  (6)  Section 
ni  below,  the  Organization  Committee  shall  decide  to  use  the  Reichsbank 
for  putting  the  present  plan  into  operation.  It  shall  be  a  private  cor- 
poration, and  its  charter  shall  be  for  fifty  (50)  years.  The  New  Bank 
shall  have  its  principal  office  in  Berlin  and  such  branches  and  agencies  as 
its  Managing  Board  shall  determine. 

n.  Capital 

(a)  The  Bank  shall  have  a  cash  paid-up  capital  of  four  hundred  million 
(400,000,000)  gold  marks,  which  shall  be  in  registered  or  bearer  shares  of 
one  hundred  (100)  marks  each.    These  shares  shall  be  issued  as  follows: 

(1)  1,000,000  shares  to  represent  the  assets  of  the  Reichsbank; 

(2)  3,000,000  shares  for  subscription  in  Germany  and  abroad. 

(6)  All  shares  shall  be  alike,  and  after  the  initial  subscriptions  have 
been  accepted,  no  restriction  shall  be  imposed  upon  their  purchase  and 
sale,  other  than  such  general  restrictions  of  German  law  as  shall  apply 
to  the  purchase  and  sale  of  shares  of  other  banks. 

(c)  Shares  whether  sold  in  Germany  or  abroad  shall  be  paid  for  entirely 
in  gold,  and/ or  foreign  bills,  at  their  current  gold  values. 

(d)  Subject  to  the  preceding  provision  of  this  Section,  the  shares  of 
the  New  Bank  shall  be  allotted  and  sold  on  such  terms  as  to  prices,  times 
of  payment  and  other  conditions,  as  are  most  advantageous  to  the  Bank. 

III.    Organization  Committee 

(a)  For  the  purpose  of  taking  the  preliminary  steps  for  the  Bank's 
corporate  organization,  there  shall  be  created  a  temporary  committee, 
to  be  known  as  "The  Organization  Committee".  This  Committee 
shall  consist  of  two  (2)  members,  the  President  of  the  Reichsbank,  and 
one  (1)  person  who  shall  have  been  a  member  of  one  of  the  Committees 
of  Experts  acquainted  with  the  discussions  which  resulted  in  the  drafting 
of  the  plan  for  the  Bank. 

{b)  The  Organization  Committee  shall  have  power  generally  to  interpret 
any  ambiguities  appearing  in  the  plan,  provided  always  such  interpretation 
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shall  not  interfere  with  the  principles  involved.  It  shall  also  have  power, 
if  it  deems  wise,  to  carry  out  this  plan  by  the  transformation  of  the  Reichs- 
bank,  under  suitable  legislation,  rather  than  by  the  organization  of  a 
new  corporation.  It  shall  frame  the  statutes  regulating  the  adminis- 
tration of  the  Bank.  These  statutes  shall  in  particular  include  provisions 
concerning  : 

(1)  the  form  and  character  of  the  share  certificates  of  the  Bank; 

(2)  the  formalities  to  be  fulfilled  for  the  transfer  and  pledging  of  the 

registered  share  certificates; 

(3)  the  cancellation  of  share  certificates  lost  or  destroyed; 

(4)  the  method  by  which  the  German  shareholders  shall  elect  the 

Gemmn  members  of  the  General  Board; 

(5)  the  nature  of  the  reports  published  by  the  Bank,  as  well  as  the 

method  and  place  of  their  publication; 

(6)  the  nature  and  duties  of  the  permanent  Committees,  of  the  Manag- 

ing Board  and  the  officials  of  the  Bank; 

(7)  the  administrative  Departments  to  be  created  within  the  Bank; 

(8)  the  date  and  place  of  the  regular  meetings  of  the  Managing  Board 

and  of  the  General  Board; 

(9)  the  special  meetings  of  the  Managing  Board  and  of  the  General 

Board. 

IV.   Administration  and  jVLan'agement 

The  Bank  shall  be  administered  by  a  Managing  Board,  under  the 
chairmanship  of  a  President,  all  of  whom  shall  be  of  German  nationality. 

V.   The  President  of  the  Bank 

(a)  For  the  purpose  of  this  memorandum  only,  the  Chairman  of  the 
Managing  Board  and  of  the  General  Board  is  hereinafter  called  "the 
President";  he  shall  be  the  managing  director  of  the  Bank.  Subject 
to  the  limitations  imposed  by  law,  he  shall  perform  such  duties  as  are 
assigned  to  him  by  the  Bank's  statutes. 

(6)  The  President  may  be  elected  from  among  the  members  of  the 
General  Board,  or  chosen  from  outside  the  Board.  The  election  by 
the  Board  of  a  non-member,  as  President,  shall  operate  to  vacate  automat- 
ically the  seat  of  that  German  member  of  the  General  Board  having  a 
term  of  two  (2)  years  or  more  yet  to  run,  whose  election  was  obtained 
by  the  smallest  share  vote,  unless  some  other  member  of  the  General 
Board,  having  a  two  (2)  years'  term  or  more  j'et  to  run,  shall  resign  at  the 
time,  and  his  resignation  be  accepted  by  the  Board.  A  President,  elected 
from  outside  the  General  Board  shall,  by  the  fact  of  his  election,  become 
a  member  of  the  Board. 
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(c)lThe  first  President  shaU  be  the  President  of  the  Reichsbank-  hi. 
term  of  office  shaU  be  six  months.  Subsequently,  the  Pre  den^ 'io 
Zot  l'  °  i-ality,  shall  be  appoint;d  by  a  ma  or  ft  y  voS 

r  ""^^      """^^"^^  Board.  of  which  maiorSv 

if   i  ^countersigned  by  the  President  of  the  Reich 
chat  J  f  Managing  Board  and 'shall  take  the 

chair  a  Its  meetmgs.  In  case  of  a  tie  vote,  he  shaU  have  the  casting  vote. 
He  shall  appoint  the  officials  of  the  Bank  on  the  recommendation  of  the 
Managmg  Board  He  shall  organize  the  distribution  of  theh-  work  and 
duties  in  the  Bank,  and  shaU  exercise  disciplinary  powers  over  the  officials 
and  employees,  these  powers  being  provided  for  in  a  special  clause  of 
the  btatutes  to  be  approved  by  the  General  Board. 


VI.  Managing  Board 
(a)  The  administration  of  the  Bank  shall  be  intrusted  to  a  Managing 
Board  whjch  shaU  be  the  administrative  and  executive  bodv.  This 
Board  shall  be  under  the  chairmanship  of  the  President.  It  shall  adopt 
Its  decisions  by  majority  vote  and  in  conformity  with  the  regulations 
laid  do™  in  the  Statutes  and  by  law.  In  particular  it  shall  direct  the 
cun-ency,  discount,  and  credit  policy  of  the  Bank.  It  shall  fix  the  rates 
of  mterest  and  shall  draft  all  regulations  concernmg  the  policy  of  the 
Bank, 

(6)  The  members  of  the  Managing  Board  shall  be  appointed  by  the 
President  for  a  period  to  be  fixed  by  the  Organization  Committee,  subject 
to  the  approval  of  the  General  Board,  whose  decision  in  this  connection 
shall  be  adopted  by  a  majority  of  nine  (9)  votes,  at  least  six  (6)  of  which 
shall  be  given  by  the  German  members;  these  appointments  shall  be 
countersigned  by  the  President  of  the  Reich. 

(c)  The  members  of  the  Managmg  Board  shall  occupy  no  other  remu- 
nerated post,  neither  shall  they  accept  any  honorary  post  without  the 
previous  consent  of  the  General  Board. 

(d)  The  salaries  and  pensions  of  the  members  of  the  Managing  Board 
and  of  the  President  shall  be  fixed  by  the  General  Board,  the  salaries 
and  pensions  of  the  senior  staff  of  the  Bank  shall  be  fixed  by  the  Managmg 
Board  with  the  approval  of  the  President,  and  in  case  of  the  junior  staff, 
by  the  Managing  Board  alone. 

(e)  The  Managing  Board  may,  if  they  think  fit,  obtain  the  assistance 
of  a  consultative  body  composed  of  German  members  chosen  from  agricul- 
ture, commerce  and  industry. 
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Vn.    Gexer.\l  Board 

(a)  There  shall  be  created  a  General  Board,  consisting  of  fourteen 
(14)  members  hereinafter  called  "the  Members  of  the  General  Board". 
One-half  (H)  of  these  members  shall  be  of  foreign  and  the  other  half 
of  German  nationality. 

{b)  Each  member  of  the  General  Board  shall  be  chosen  for  a  period 
of  three  C3)  years,  except  in  the  case  of  the  first  election  or  appointment. 
In  the  case  of  the  first  term  of  office,  three  (3)  German  members  and  three 
(3)  foreign  members  shall  serve  for  a  term  of  one  (1)  year;  two  (i)  German 
members  and  two  (2)  foreign  members  shall  serve  for  a  term  of  two  (2) 
years,  and  two  (2)  German  members  and  two  (2)  foreign  members  shall 
serve  for  a  term  of  three  (3)  years.  At  the  first  meeting  of  the  General 
Board  chosen,  the  members  shall  decide,  by  lot,  the  term  for  which  each 
shall  serve,  namely,  one,  two,  or  three  years. 

(c)  Subject  to  the  provisions  of  paragraph  (b)  of  this  section,  and  to  the 
provisions  of  this  plan  that  apply  to  all  members  of  the  General  Board, 
members  of  German  nationality  shall  be  chosen  in  such  a  manner  and 
under  such  conditions  as  the  stockholders  of  German  nationality  shall 
decide,  in  accordance  with  German  law.  The  manner  and  conditions 
so  decided  upon  shall  be  incorporated  in  the  statutes.  The  manner  of 
selecting  the  first  group  of  German  members  shall  be  determined  by  the 
Organization  Conxmittee  as  provided  for  in  Section  III  of  this  plan.  No 
plan  shaU  be  adopted  for  the  first  selection  of  German  members  that  does 
not  meet  with  the  approval  of  the  President  of  the  Reiclisbank. 

(d)  The  foreign  members  of  the  first  General  Board  shall  be  appointed 
by  the  Organization  Committee.  They  shall  be  chosen  with  due  regard 
to  their  professional  qualifications  and  financial  experience.  In  making 
the  appointments,  the  Organization  Committee  may  consult  the  principal 
foreign  banks  of  issue  and,  or  any  other  authorities  in  financial  matters 
whose  ad\-ice  it  may  desire. 

(e)  In  case  of  vacancy  in  a  position  of  a  foreign  member  of  the  General 
Board,  arising  from  death,  resignation  or  other  cause,  there  shall  be  a 
new  election  of  another  person  of  the  same  nationality  to  fill  the  vacant 
place.  This  election  shall  be  by  the  foreign  members  of  the  Board  who 
are  in  active  membership  at  the  time  this  election  is  held.  Unanimity 
less  one  vote  shall  be  necessary  for  an  election.  The  new  member  shall 
always  be  chosen  from  among  the  nationals  of  the  country  of  the  member 
whose  vacancy  he  is  to  fill.  Before  electing  any  foreign  members  of  the 
Board,  the  Board  shall  consult,  with  reference  to  said  election,  the  Central 
Bank  of  Issue  of  the  country  whose  national  is  to  be  chosen  and/  or  any 
other  financial  authorities  of  that  country  whom  it  may  desire  to  consult. 

(/)  The  foreign  members  shall  be  chosen,  one  from  each  of  the  following 
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nationalities,  British,  French,  Italian,  Belgian,  American,  Dutch  and 
Swiss. 

(g)  On  the  unanimous  vote  of  the  General  Board,  the  number  of  German 
members  may  be  increased. 

(h)  No  Government  official,  or  other  person  receiving  compensation 
from  the  German  Government  or  from  any  foreign  Government,  shall 
become  a  member  of  the  General  Board. 

(z)  Except  as  otherwise  provided  for  by  the  Bank's  statutes,  decisions 
of  the  Board  shall  be  by  a  majority  vote  of  the  ten  (10)  members,  or  by  a 
simple  majority  vote  if  the  President  and  the  Commissioner  are  included 
in  the  majority.  Should  a  member  not  be  able  to  attend  a  meeting  of 
the  Board,  it  will  always  be  open  to  him  to  empower  one  of  his  colleagues, 
by  registered  letter  or  by  telegram,  to  vote  for  him  and  on  his  behalf. 

(j)  At  each  of  its  meetings,  and  at  least  once  every  month,  the  General 
Board  shall  examine  the  reports  submitted  to  it  by  the  President  and 
the  Commissioner.  It  shall  adopt  decisions  on  all  the  proposals  made 
to  it  by  the  President  and  the  Commissioner,  provided  that  these  decisions 
do  not  encroach  upon  the  rights  reserved  to  the  President  and  the  Manag- 
ing Board  as  specified  in  Sections  V  and  VT  above. 

(k)  The  metal  reserve  of  the  Bank  and  the  office  for  the  printing  of 
the  notes  shall  be  in  Germany,  but  the  General  Board  may,  by  a  three- 
quarters,  (^)  majority  vote,  decide  that  either  or  both  be  transferred 
abroad  to  a  neutral  country. 

Vin.   The  Commissioner 

(a)  The  Commissioner,  who  shall  be  a  foreigner,  shall  be  elected  by  a 
majority  vote  of  not  less  than  nine  (9)  members  of  the  General  Board,  of 
which  majority  at  least  six  (6)  votes  shall  be  those  of  foreign  members. 
The  Commissioner's  term  of  office  shall  be  fixed  by  the  Organization 
Committee. 

(6)  The  Commissioner  may  be  elected  from  among  the  members  of 
the  Board  of  foreign  nationality,  or  may  be  chosen  from  outside  the  Board, 
from  citizens  of  any  one  of  the  foreign  countries  represented  on  the  Board. 
The  election  by  the  Board  of  a  non-member  to  the  position  of  Commis- 
sioner shall  operate  to  vacate,  automatically,  the  position  of  the  citizen 
of  the  country  of  which  the  Commissioner  is  a  citizen.  A  Commissioner 
elected  from  outside  the  Board  shall,  by  the  fact  of  his  election,  become  a 
member  of  the  Board. 

(c)  If,  at  the  first  election,  the  person  chosen  as  Commissioner  should 
be  a  member  whose  term,  as  decided  by  lot,  in  accordance  with  paragraph 
(b)  of  Section  VTI  of  this  scheme,  should  only  be  one  year,  the  term  of 
this  member  shall  automatically  be  increased  to  two  (2)  years.  In  this 
case,  one  of  the  two  foreign  members  who  have  been  assigned  to  two  (2) 
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vears'  term,  shall  have  his  term  reduced  to  one  (1)  year.  The  decision 
as  to  which  of  the  two  foreign  members  shall  have  his  term  thus  reduced 
from  two  (2)  years  to  one  (1)  shall  be  made  by  lot. 

(d)  It  shall  be  an  essential  duty  of  the  Commissioner  to  enforce  the 
pro\Tsions  of  the  law  and  the  statutorj-  regulations  relative  to  the  issue  of 
notes  and  the  maintenance  of  the  Bank's  reserves  which  guarantee  that 
issue.  To  this  effect,  the  Commissioner  shall  have  the  right  to  have 
furnished  to  him  all  statistics  and  documents  which  he  may  deem  useful 
for  the  accomplishment  of  his  task,  and,  whenever  it  appears  to  him 
necessary,  he  may  make  any  investigations  either  in  person  or  through  his 
assistants.  He  shall  be  entitled  to  be  present  at  the  meetings  of  the 
Managing  Board  in  Berlin. 

(e)  The  office  intrusted  with  the  custody  of  the  reserve  of  notes  shall 
only  deliver  notes  when  authorized  by  the  Commissioner  so  to  do. 

(f)  The  Commissioner  shall  be  bound  to  the  greatest  secrecy  in  regard 
to  all  information  he  may  obtain  on  the  commercial  operations  of  the 
Bank. 

IX.     IX)ANS,  DiSCOTIKTS  AND  IxVESTMEXTS 

(a)  The  Bank  shall  make  no  loans  or  discounts  ha\Tng  a  maturity,  at 
the  time  the  advance  is  made,  in  excess  of  three  (3)  months. 

(b)  The  Bank  shall  discount  no  notes  or  biUs  bearing  less  than  three  (3) 
names  of  known  solvency,  except  that  for  one  name  there  may  be  sub- 
stituted collateral  in  the  form  of  warrants  relating  to  bona  fide  commercial 
transactions  or  to  goods.  Such  definition  shall  not  be  taken  as  including 
any  notes  issued  or  bills  drawn  in  financial  transactions  or  secured  by 
stocks,  bonds  or  other  investment  securities  but  may  include  Treasury 
Bills  of  the  German  Government. 

(c)  The  Bank  may.  with  the  special  authorization  of  the  General  Board 
voting  in  the  conditions  laid  down  in  paragraph  (i)  of  Section  ^^I,  accept 
the  long  term  bonds  of  the  Reich  as  collateral  for  loans  with  maturities 
not  exceeding  three  (3)  months,  if  the  loans  bear  two  (2)  responsible  names, 
in  addition  to  the  collateral,  one  of  these  names  being  the  name  of  a  com- 
mercial bank  doing  business  in  Germany.  Provided:  that  loans  col- 
laterally secured  by  the  long  term  securities  of  the  Reich  shall  never 
exceed  the  amount  of  the  Bank's  net  paid-in  capital  and  surplus,  except 
by  the  unanimous  vote  of  all  the  members  of  the  General  Board  save  one. 

(d)  The  Bank  shall  make  no  loans  nor  advances  on  the  security  of 
real  estate,  mining  property,  oil  property  or  stock  shares;  nor  on  the 
security  of  Government  obligations,  except  as  otherwise  provided  for  in 
this  plan.  The  Bank  may,  however,  take  mortgages  or  titles  to  such 
prop>erty,  stock  shares  and  Government  debt  bonds  as  additional  secm"ity 
for  loans  previously  made  in  good  faith  in  accordance  with  provisions 
herein  made. 
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(e)  Subject  to  the  provisions  contained  in  Article  (o),  the  Bank  shall 
make  no  loans,  discounts,  or  other  advances  dh-ectly  or  indirectly  to  the 
German  Reich,  any  German  State,  Communes  or  other  German  Govern- 
mental units,  or  to  any  foreign  Government  or  Governmental  units, 
nor  shall  it  mvest  its  funds  in  the  bonds,  debentures  or  other  debt  of  any 
such  Governmental  unit,  except  as  otherwise  specifically  authorized  by 
Its  constitutive  law.  The  deposit  accounts  and  current  accounts  in  the 
Bank  of  the  German  Reich,  the  German  States,  the  German  Communes 
or  other  German  Governmental  units,  shall  never  show  a  debit  balance. 

(/)  The  Bank  shall  not  accept  time  bills  of  exchange  drawn  against  it. 

(g)  The  Bank  may  not  buy  or  sell  merchandise,  produce,  real  estate 
or  stock  shares  of  other  corporations  for  its  own  account. 

(h)  The  restrictions  contained  in  the  preceding  paragraph  shall  not 
operate  to  prevent  the  Bank  from  buying  such  real  estate,  equipment 
and  supplies  as  it  needs  for  its  own  banking  business,  or  from  selling  such 
property  as  may  come  into  its  possession  in  connection  with  the  guarantee 
of  statutory  loans.  Moreover,  the  Bank  shall  not  be  prevented,  by  the 
above  restrictions,  from  buying  in  property  where  it  needs  to  do  so,  in 
order  to  protect  itself  in  the  collection  of  statutory  loans  previously 
made  in  good  faith  and  not  paid  at  maturity. 


X.    Service  of  the  Reich's  Treasury 

(a)  The  IManagmg  Board  is  authorized  to  make  advances  from  time 
to  time  to  the  Reich,  but  the  amount  outstanding  at  any  one  time  shall 
never  exceed  100  million  marks.  Such  advances  shall,  in  no  case,  be  for 
a  longer  period  than  tliree  months  and  m  no  case  shall  the  Reich  be  in- 
debted to  the  Bank  at  the  end  of  the  Bank's  financial  year,  which  shall 
coincide  with  that  of  the  Reich.  In  consideration  of  these  facilities,  the 
Reich  and  its  Treasury  shall  conduct  all  their  domestic  and  foreign  bank- 
ing business  through  the  medium  of  the  Bank. 

(5)  The  Managing  Board  shall  also  be  empowered  to  grant  advances 
to  the  Post  Office  and  the  Railways  for  reasonable  amounts  on  condition 
that  these  organizations  shall  intrust  the  Bank,  except  in  so  far  as  the 
Bank  might  modify  this  condition,  with  the  whole  of  their  Treasury 
Service;  but  the  total  amount  of  loans  outstanding  to  the  Post  Office 
and  the  Railways  together  shall  never  exceed  200  million  gold  marks. 


XI.    Service  of  the  Reparation  Treasury 

The  Bank  wUl  receive  on  deposit,  sums  paid  for  reparations,  it  being 
understood  that  the  relationship  between  it  and  the  Committee  intrusted 
with  Reparation  receipts  shall  be  solely  those  of  banker  and  customer. 
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This  Treasury  S'^r^nce  will  proceed  in  conformity  with  the  pro%Tsions 
of  Annex  [J]  to  the  General  Report.  The  maximum  amoimt  to  be  held 
on  deposit  for  reparation  account  shall  at  no  time  exceed  two  (-2)  milliards 
of  marks  in  conformity  with  Section  X  (a)  of  this  Annex,  except  as  other- 
wise provided  therein. 

Xn.    Baxk  Notes 

(a)  The  Bank  shall  have  the  exclusive  right  of  issuing  and  circulating 
bank-notes  in  Germany  during  the  period  of  its  charter. 

(6)  The  German  Government  may  not  itself  issue  any  kind  of  paper 
money  for  circulation  in  Germany,  during  the  period  of  the  Bank's  charter, 
nor  shall  it  permit  any  German  State,  Commune,  City,  other  govern- 
mental unit,  corporation  or  private  individual,  to  issue  or  circulate  paper 
money  in  Germany  during  the  period  of  the  Bank's  charter,  with  the  ex- 
ception of  the  Banks  of  Baden,  Bavaria,  Saxony  and  Wiirtemberg,  which 
shall  retain  their  charter  of  issue  for  sums  not  to  exceed  their  present 
legal  quota.  The  notes  of  the  Rentenbank  shall  be  gradually  withdrawn 
from  circulation  under  the  condition  prescribed  in  Section  XV  and 
the  Appendix  hereto. 

(c)  During  the  period  of  the  Bank's  charter,  the  Reich  shall  not  issue 
any  coins  for  circulation  in  Germany  (except  gold  coins,  containing 
approximately  their  fidl  value  in  gold  metal)  of  a  larger  denomination 
than  five  (5)  marks;  and  shall  not  issue  coins  of  five  (5)  marks  or  less, 
in  excess  of  twenty  (20)  marks  per  capita  of  her  population.  All  coins, 
other  than  gold  coins,  issued  by  the  Government,  shall  be  issued  through 
the  Bank.  They  shall  be  received  by  the  Government  in  unhmited 
quantity  at  their  nominal  value,  in  payment  of  all  taxes  and  other  Govern- 
ment dues. 

(d)  The  bank  may  issue  notes  for  circulation,  against  gold  coin  or 
bullion,  statutory  discounts  as  defined  in  Section  IX,  demand  credits 
in  foreign  banks  and  foreign  commercial  trade  bills,  with  maturities  of 
three  (3)  months  or  less,  taken  at  their  present  gold  values  at  current 
rate  of  exchange. 

(e)  The  notes  of  the  Bank,  as  well  as  metallic  currency,  shall  be  receiv- 
able in  imlimited  quantities  for  all  taxes  and  other  government  dues  in 
Germany.  The  notes  shall  be  unlimited  legal  tender,  unless  otherwise 
specifically  provided  by  contract,  for  all  debts,  public  and  private. 

(J)  The  notes  of  the  Bank  shall  be  accepted  at  their  nominal  value  for 
all  paj-ments  made  to  the  Bank,  both  at  the  head  office  of  the  Bank  m 
Berlin,  and  at  all  branches  of  the  Bank  located  in  Germany. 

ig)  Notes  shall  be  payable  to  bearer  at  the  head  office  of  the  Bank 
in  Berlin  on  presentation.  The  notes  shall  also  be  payable  on  presenta- 
tion at  the  other  ofiBces  and  branches  of  the  Bank,  to  the  extent  permitted 
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by  their  cash  reserves  and  monetary  requirements.  Payments  may  be 
made  m  any  of  the  following  forms,  at  the  option  of  the  Bank: 

(1)  German  gold  coins  of  the  present  legal  standard  of  weight  and 

nneness,  at  par; 

(2)  gold  bars,  in  denominations  of  not  less  than  one  (1)  thousand 

gold  marks,  and  not  more  than  thirty-five  (35)  thousand  gold 
marks,  at  their  pure  gold  equivalent  in  German  gold  com  of  the 
present  legal  standard  of  weight  and  fineness; 

(3)  demand  drafts,  payable  in  gold  or  in  foreign  currencies  at  current 

market  gold  values,  and  drawn  on  funds  located  abroad  in 
solvent  banks  to  be  specified  by  the  Bank's  statutes  provided 
that  the  premia  above  the  gold  pars  (or  gold  values,  in  the  case 
of  currencies  not  on  a  gold  basis)  charged  by  the  Bank  for  such 
drafts  shall  never  exceed  the  amount  necessary  to  cover  shipping 
expenses,  including  interest  for  the  time  of  transit,  on  gold  bars 
shipped  in  substantial  quantities  from  Berlin  to  the  foreign 
financial  center  on  which  the  draft  is  drawn. 

The  Committee  is  of  opinion,  however,  that,  at  the  inception  of  the 
Bank,  conditions  will  be  unfavorable  for  the  application  of  the  above 
rule  of  convertibility;  in  this  event,  this  rule  may  therefore  be  temporarily 
modified  by  the  affirmative  vote  of  every  member  but  one  of  each  of  the 
following  groups : 

(1)  The  Organization  Committee. 

(2)  The  Managing  Board. 

(3)  The  General  Board. 

In  case  of  such  modification,  the  Bank  shall  make  all  possible  efforts 
and  use  all  the  means  at  its  disposal  in  order  to  maintain  the  rate  of 
exchange  of  the  mark  at  as  near  gold  parity  as  possible.  Furthermore, 
in  case  of  modification  of  the  above-mentioned  rule  of  convertibility  of 
notes,  a  return  to  convertibihty  will  be  permanently  established  as  soon 
as  possible,  by  a  simple  majority  vote  of  the  General  Board,  and  of  the 
Managing  Board. 

(A)  While  the  Bank  shall  not  make  reimbursement  for  notes  that  have 
been  lost  or  completeh-  destroyed,  it  shall  replace  worn  or  torn  notes, 
on  application,  by  notes  in  good  condition,  at  their  nominal  value;  pro- 
vided that  such  replacement  shall  not  be  required  in  the  case  of  any 
note  unless  the  part  of  the  note  presented  shall  constitute  more  than  one- 
half  of  the  note. 

(i)  The  notes  of  the  Bank  shall  bear  the  facsimile  signature  of  the 
President  and  the  seal  of  the  Commissioner. 
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XIII.  Reserves 

(a)  The  Bank  shall  always  carry  a  normal  reserve  of  at  least  thirty- 
three  and  one-third  (333^)  per  cent,  of  the  total  amount  of  its  notes  out- 
standing, subject  to  the  following  qualification: 

In  exceptional  circumstances,  the  reserve  against  notes  may  be  re- 
duced below  thirty-three  and  one-third  (333^)  per  cent,  on  the  proposal 
of  the  Managing  Board,  by  a  decision  of  the  General  Board;  but  said 
decision  of  the  General  Board  shall  require  the  affirmative  vote  of  every 
member  of  the  Board  save  one.  In  case  of  such  a  reduction  in  the  reserve, 
the  Bank  shall  incur  the  following  penalties,  the  proceeds  of  which  it 
shall  pay  to  the  Reich:  whenever  the  reserve  against  notes  shall  be  less 
than  thirty-three  and  one- third  (33 J^)  per  cent,  of  the  notes  outstanding 
and  shall  so  continue  for  more  than  one  week  the  Bank  shall  pay  the 
following  deficiency  tax  upon  the  amount  by  which  the  said  reserve  is 
less  than  thirty-three  and  one-third  (33J^)  per  cent,  of  the  notes 
outstanding: 

TMien  the  reserve  is  below  thirty-three  and  one-third  (S3}/0  per 
cent,  and  not  below  thirty  (30)  per  cent.,  a  tax  of  three  (3)  per  cent, 
per  annum; 

When  the  reserve  is  below  thirty  (30)  per  cent,  and  not  below 
twenty-seven  (27)  per  cent.,  a  tax  of  five  (5)  per  cent,  per  annum; 

AVhen  the  reserve  is  below  twenty-seven  (iJ)  per  cent,  and  not 
below  twenty-five  (25)  per  cent.,  a  tax  of  eight  (8)  per  cent,  per 
annum; 

\Mien  the  reserve  is  below  twentj'-five  (25)  per  cent.,  a  tax  of  eight 
(8)  per  cent,  per  annum,  plus  one  (1)  per  cent,  per  annum  for  each 
one  (1)  per  cent,  the  tax  figure  is  below  twenty-five  (25)  per  cent. 

(b)  No  discount  rate  or  rediscount  rate  shall  be  below  five  (5)  per  cent, 
per  annum  when  the  reserve  mentioned  in  the  preceding  paragraph  shall 
have  continuously,  for  one  week  or  more,  been  below  thirtj'-three  and  one- 
third  (33J/^)  per  cent,  of  the  bank  note  liabilities  there  mentioned. 

(c)  WTienever  a  deficiency  tax  is  payable,  a  percentage  equal  to  at 
least  one- third  (}^)  of  the  percentage  rates  of  the  tax  payable  shall  be  added 
to  the  Bank's  discoimt  rate  and  rediscount  rate,  in  addition  to  any  increase 
in  the  said  rates  required  to  comply  with  the  provisions  of  the  preceding 
paragraph. 

(d)  The  above-mentioned  legal  reserve  may  be  kept  in  gold  bars  or 
gold  coin,  at  any  office  of  the  Bank,  and/or  in  the  form  of  demand  deposits, 
made  payable  in  gold  or  its  equivalent,  at  the  rates  at  which  the  deposits 
were  made,  in  banks  of  high  standing  located  in  foreign  financial  centers. 

(e)  The  Bank  shall  also  hold  a  special  reserve  of  gold  and  gold  deposits, 
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Of  the  same  character  required  to  be  held  agamst  its  notes  in  circulation 
to  the  amount  of  twelve  (12)  per  cent,  of  its  deposit  liabilities.  Wheneve; 
the  above  reserve  is  continuously,  for  one  week  or  more,  below  said  twelve 
(12)  per  cent.,  the  Bank  shall  pay  a  deficiency  tax  of  four  (4)  per  cent 
per  annum  on  the  amount  by  which  the  reserve  is  less  than  twelve  (12) 
per  cent,  and  not  less  than  ten  (10)  per  cent.;  a  tax  of  eight  (8)  per  cent 
per  annum  on  the  amount  by  which  it  is  less  than  ten  (10)  per  cent" 
and  not  less  than  eight  (8)  per  cent.;  and  a  tax  of  ten  (10)  per  cent,  per 
annum  in  addition  to  the  said  eight  (8)  per  cent,  for  each  one  (1)  per  cent 
by  which  the  percentage  figure  is  below  eight  (8)  per  cent. 

(/)  In  order  to  assure  adequate  liquidity  in  the  assets  securhig  the 
J3ank  s  deposit  liabilities,  the  Bank  shall  at  all  times  hold  in  addition 
to  Its  aforementioned  gold  reserve  of  twelve  (12)  per  cent,  demand  deposits 
"'if-'if''^^  cheques  on  other  banks,  and  statutory  notes 

and  bills  of  a  commercial  character,  payable  at  call  or  on  time  with  maturi- 
ties of  less  than  thirty  (30)  days  to  the  amount  of  not  less  than  thh-ty 
(30)  per  cent,  of  the  Bank's  total  deposit  liabilities. 

(5-)  The  above-mentioned  reserves  and  the  liquid  assets  above  described 
shall  be  segregated  for  the  service  of  the  Bank's  deposits. 

XIV.  Profits 

The  net  profits  of  the  Bank,  at  the  end  of  each  financial  period,  shall 
be  employed  as  follows: 

(a)  Twenty  (20)  per  cent,  shall  be  transferred  to  surplus  or  reserve 
until  the  Bank's  actual  net  paid-up  capital  and  surplus  shall  amount  to 
twelve  (12)  per  cent,  of  its  average  liabilities  on  chculating  notes,  on  the 
fifteenth  day  of  the  six  preceding  months.  If  the  ratio  shall  agam  fall 
below  this  twelve  (12)  per  cent.,  the  above-mentioned  allotment  of  twenty 
(20)  per  cent,  of  the  net  profits  to  surplus  or  reserve  shall  continue.  "When 
and  so  long  as  the  ratio  of  the  Bank's  net  capital  and  surplus  or  reserve 
to  its  average  liabilities  on  circulating  notes,  as  above  computed,  shall 
exceed  twelve  (12)  per  cent.,  the  Bank  may  use  its  discretion  as  to  the 
percentage  of  its  net  profits  it  wUl  transfer  to  surplus  or  reserve  provided 
that  the  percentage  thus  transferred  shall  never  exceed  twenty  (20)  per 
cent. 

(6)  A  sum  shall  be  assigned  to  the  payment  of  dividends  sufficient 
to  pay  eight  (8)  per  cent,  per  annum  on  the  Bank's  shares, 
(c)  The  balance  of  the  net  profits  shall  be  divided  as  follows : 

(1)  One-half  (3^)  to  the  shareholders,  in  dividends,  or  to  a  special 

fund  to  be  used  for  the  maintenance  of  a  uniform  dividend  policy. 

(2)  One-half  (3^)  to  the  Government,  as  a  franchise  tax  for  the  Bank's 

exclusive  privilege  of  issuing  circulating  bank-notes. 
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The  dividends  of  the  Bank,  and  other  income  derived  from  its 
capital  shares  owned  by  foreigners  residing  abroad,  shall  be  exempt  from 
all  German  income  taxes,  present  and  future;  provided  that  this  exemp- 
tion shall  not  apply  to  general  taxes  imposed  in  Germany  upon  the  real 
property  of  the  Banks  in  general.  The  Bank,  however,  in  consideration 
of  the  percentage  of  profits  accruing  to  the  Government  under  paragraph 
(c)  (2),  shall  not  be  subject  to  any  corporation  tax  or  business  tax  levied 
in  Germany  by  the  Reich,  the  States  or  any  other  governmental  unit. 

(e)  Such  privileges  not  inconsistent  with  this  plan,  now  enjoyed  by  the 
Reichsbank,  as  may  be  specified  by  the  Organization  Committee  as  desir- 
able and  advantageous  to  the  new  Bank  shall  be  given  to  it. 

XV.    LiQtrrDATiON  of  the  Rentexbank 

The  rentenmarks  shall  gradually  be  withdrawn  from  circulation  by  the 
Bank  in  accordance  with  the  provisions  contained  in  the  Appendix 
attached. 

X\T.  DoLLAB-ScHATZAffWEIStrN'GEN 

{Treasury  Bills  in  Dollars) 

(a)  The  German  Government  shall  abandon  all  its  rights  to  the  pro- 
ceeds from  the  liquidation  of  the  Reichsbank  (unless  the  present  plan  is 
put  into  execution  by  means  of  the  transformation  of  the  Reichsbank), 
in  return  for  which  the  latter  will  give  the  Government  an  undertaking 
to  assume  responsibility  for  the  repayment  of  the  said  bUls  not  in  excess 
of  210  million  gold  marks,  under  conditions  to  be  settled  by  the  Reichsbank 
with  the  holders  of  these  bills. 

(6)  At  the  same  time,  in  order  to  guarantee  the  good  faith  of  this 
operation,  that  is  to  say,  in  order  to  guarantee  the  Reichsbank  against 
any  loss  resulting  from  this  operation,  the  German  Government  shall 
hand  over  to  the  Reichsbank  gold  bills  for  an  amount  equal  to  and  falling 
due  at  the  same  date  as  the  dollar  bUls  in  circulation.  As  soon  as  the 
liquidation  of  these  dollar  bills  has  been  completed,  the  Reichsbank  will 
return  to  the  German  Government  the  portion  (if  any)  of  the  bills  which 
it  has  received,  and  which  has  not  been  employed  in  ensuring  the  liquida- 
tion. 

XMI.   The  Reichsbank 

(a)  If  the  present  plan  is  put  into  execution  by  means  of  the  transforma- 
tion of  the  Reichsbank,  the  latter  shall  redeem  the  outstanding  circulating 
notes  in  its  new  notes,  at  the  rate  of  one  trillion  (1,000,000,000,000) 
marks  to  one  (1)  gold  mark.  The  old  notes  shall  be  immediately  with- 
drawn from  circulation  and  cancelled. 

(6)  The  Reichsbank,  in  case  it  is  continued,  shall  meet  the  same  reserve 
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requirements  agamst  the  outstanding  notes  which  it  undertakes  to  ex- 
change, in  accordance  with  the  provisions  of  paragraph  a  of  this  section, 
as  are  required  to  be  held  against  bank  notes  outstanding  by  Section  Xm 
of  this  plan. 

(c)  If  the  Reichsbank  is  to  be  liquidated,  this  operation  will  be  carried 
out  by  the  new  Bank  which  would  be  then  set  up,  and  which  would  have 
to  assume  responsibility  for,  or  itself  carry  out,  the  exchanges  provided 
tor  m  paragraphs  a  and  b  above. 

XVni.  Penalties 

A  penalty  in  the  form  of  fuie  or  imprisonment  or  both  shall  be  provided 
for  the  punishment  of  any  person  or  persons  willfully  giving  mcorrect 
information,  directly  or  indirectly,  to  the  President,  the  General  Board, 
the  Commissioner  or  his  assistants. 

XIX.   Measures  to  be  Taken  by  the  German  Government  for 
THE  Execution  of  the  Plan 

All  the  undertakings  which  the  German  Government  will  have  to 
enter  into  in  connection  with  the  Bank,  for  the  execution  of  this  plan, 
including  the  assignment  for  the  withdrawal  of  the  rentenmark,  of  funds 
to  be  received  from  the  Rentenbank's  mortgages,  shall  be  embodied  in  a 
special  contract  between  the  Bank  and  the  German  Government.  This 
contract,  as  well  as  the  Statutes  of  the  Bank,  shall  be  duly  approved  by  the 
German  Parliament. 


APPENDIX  TO  ANNEX  NO.  1 
THE  LIQUIDATION  OF  THE  RENTENBANK 
{Appendix  provided  for  in  Section  XV  of  the  Plan  for  the  Bank) 

The  Deutsche  Rentenbank  was  foimded,  and  its  operation  regulated, 
by  the  Decree  of  October  15,  1923. 

The  capital  and  the  initial  reserve  were  fixed  by  this  Decree  at  3,200 
million  rentenmarks,  to  be  furnished  half  by  agriculture  and  half  by 
industry  and  commerce,  including  the  banks. 

The  Rentenbank  holds  a  general  mortgage,  expressed  in  gold  marks, 
on  industrial,  agricultural  and  commercial  property,  amounting  to  4 
per  cent,  of  the  value  of  this  property  as  assessed  for  the  Wehrbeitrag- 
gesetz.' 

'  The  amount  of  this  mortgage  already  amomits  to  3,700  million  gold  marks. 
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These  mortgages  bear  G  per  cent,  interest  for  the  benefit  of  the  Renten- 
bank. 

The  Rentenbank  is  authorized  to  issue  bank  notes  expressed  in  renten- 
niarks  up  to  the  amount  of  the  capital  and  initial  reserve  (3,200  million 
gold  marks). 

The  Rentenbank  must  open  credit  to  the  Reich  during  the  two  years 
following  its  foundation,  up  to  the  amount  of  1,200  million  rentenmarks, 
of  which  900  millions  will  bear  6  per  cent,  interest  and  300  milHons  will 
bear  no  interest.  The  Rentenbank  is  authorized  moreover  to  open 
credits  to  the  Reichsbank  and  to  the  private  Banks  up  to  1,200  million 
rentenmarks,  in  order  to  finance  private  economy. 

Up  to  the  present  the  Rentenbank  has  placed  in  circulation: 

(1)  700  millions  which  have  been  delivered  to  the  Reichsbank  in 

order  to  provide  for  the  credits  to  be  granted  by  the  latter  to 
German  manufacturers  and  merchants.  This  sum  is  therefore 
guaranteed  by  drafts  or  credits  redeemable  in  rentenmarks. 
If  and  when  the  Rentenbank  is  liquidated,  no  attention  need 
be  paid  to  them. 

(2)  1,100  million  rentenmarks  which  have  been  advanced  to  the  Reich 

without  any  security  but  the  signature  of  the  latter,  900  millions 
of  which  bear  6  per  cent,  interest  per  annum  and  200  millions 
bear  no  interest. 

In  so  far  as  concerns  this  latter  sum  of  1,100  millions  the  new  Bank 
(or  the  Reichsbank,  if  it  is  maintained)  would  assume  the  obligation 
vis-d-pis  the  holders  of  these  notes  to  redeem  them  gradually  within 
ten  years.  To  this  effect  the  Rentenbank  would  undertake  to  remit 
to  the  Bank,  as  fast  as  they  came  in,  all  sums  received  from  its  debtors 
whether  from  the  property  holders  affected  by  the  Rentenbank  mortgage 
or  from  the  State,  up  to  the  sum  of  1,100  millions. 

This  undertaking  of  the  Rentenbank  vis-d-ms  the  Bank  would  be 
covered  by  all  the  mortgages  and  guarantees  wliich  it  holds,  as  well  as  by 
the  guarantee  of  the  German  Government  itself. 

It  should  moreover  be  understood  that  all  profits  accruing  to  the 
Reich  in  virtue  of  its  participation  in  the  Bank  would  be  assigned  by 
priority  to  the  amortization  of  its  debt  of  1,100  millions. 

As  soon  as  the  payments  by  the  Rentenbank  or  by  the  Reich  itself, 
as  stated  above,  reach  the  figure  of  1,100  millions  the  German  Govern- 
ment and  the  Rentenbank  will  be  released  from  all  hability  rw-d-m 
the  Bank. 
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ANNEX  NO.  S  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

SUGGESTED  INDEX  OF  PROSPERITY 
Basis  of  Comparison 

ArTT'T^°N^1^'*'°°  *°  standard  contribution  referred  to  in  paragraph 
Vlll  (c),  there  shall  be  paid  for  1929-30  and  following  years  a  supplemen- 
tary sum  according  to  the  growth  in  prosperity  of  Germany.  This 
mcrease  m  prosperity  for  any  year  shaU  be  measured  by  the  extent  to 
which  the  mdex,  as  defined  below,  on  the  statistics  of  the  completed 
precedmg  year,  exceeds  the  average  statistics  of  the  base  years. 


Components  of  the  Index 

2.  For  the  purpose  of  computing  the  index,  the  followmg  statistics 
shall  be  employed : 

(a)  the  total  of  German  exports  and  imports  taken  together; 

(6)  the  total  of  budget  receipts  and  expenditure  taken  together,  includ- 
ing those  of  the  States  of  Prussia,  Saxony  and  Bavaria  (after 
deductmg  from  both  sides  the  amount  of  the  Peace  Treaty 
payments  included  in  the  year) ; 

(c)  railroad  traffic  as  measured  by  the  statistics  of  the  weight  carried; 

(d)  the  total  money  value  of  the  consumption  of  sugar,  tobacco,  beer 

and  alcohol,  within  Germany  (measured  by  the  prices  actually 
paid  by  the  consumer) ; 

(e)  total  population  of  Germany  (computed  from  the  last  available 

census  data,  vital  statistics  and  emigration  records) ; 
(/)  the  consumption  of  coal  (and  ignite  reduced  to  coal  equivalent) 
per  capita. 

The  Index  Base 

3.  In  computing  the  base,  the  average  statistics  for  the  three  years 
1927,  1928  and  1929  shall  be  taken  for  (b)  budget  receipts  and  expenditure, 
for  (e)  population  and  for  (/)  coal  consumption  per  capita,  and  for  the 
six  years  1912  and  1913,  1926, 1927,  1928  and  1929  for  the  other  categories 
(after  appropriate  adjustments  for  the  differences  in  population  and  the 
altered  gold  values  to  make  the  tliree  earlier  years  comparable  with  the 
three  later  years  in  this  respect).  The  percentage  change  for  each  of 
these  sLx  groups,  compared  with  the  base,  shall  be  separately  computed 
and  an  arithmetical  average  of  the  six  percentage  results  taken  as  the 
index. 
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Payiievt  to  which  the  Index  is  Applied 

4.  The  index  percentage  shall  be  applied  to  the  amount  of  the  standard 
payment,  viz.,  2,500  millions,  to  give  the  supplement  for  the  year,  except 
that  for  the  five  years  19-29-30  to  1933-34  it  shall  apply  to  l,2o0  million^ 
or  one-half  of  the  standard  pa\-ment  only. 

MrsTJTE  Adjustments  Ignored 

5.  The  supplementary  payment  is  to  be  reckoned  only  for  each  com- 
pleted half  per  cent,  of  the  index,  i.e.,  an  index  average  of  11.35  per  cent, 
would  be  reckoned  as  11  per  cent. 

COMPUTATIOX  OF  SuPPLQIEXT 

6.  For  the  year  ig^O-SO,  the  computation  of  the  supplement  shall  be 
made  after  the  end  of  that  year  by  comparing  the  statistics  of  1929  itself 
with  the  index  base. 

Deficiencies 

7.  In  the  event  of  the  index  in  any  year  producing,  as  the  supplement, 
a  minus  quantity,  the  basis  paj-ment  should  continue  to  be  made,  but 
subsequent  supplementary  pajTuents  shall  not  accrue  due  imtil  allowance 
has  been  made  therefrom  for  such  deficiency  or  "minus"  paj-ment  of 
pre\'ious  years. 

Difficulties  in  Application 

8.  Any  disputed  points  upon  the  application  of  the  statistics  of  this 
index  shall  be  referred  to  the  Finance  Section  of  the  League  of  Nations 
for  arbitration. 

Changes  in  the  Value  of  Gold 

9.  The  German  Government  and  the  Reparation  Commission  should 
each  have  the  right  in  any  future  year,  in  case  of  a  claim  that  the  general 
purchasing  power  of  gold  as  compared  with  1928  has  altered  by  not 
less  than  10  per  cent.,  to  ask  for  a  revision  on  the  sole  and  single  ground 
of  such  altered  gold  value.  The  alteration  to  be  made  may  apply  both 
to  the  standard  contribution  and  the  supplementary  payment.  Failing 
mutual  agreement,  a  decision  should  be  given  by  an  arbitral  committee 
appointed  by  the  League  of  Nations.  After  decision,  the  altered  basis 
should  stand  for  each  succeeding  year  until  a  claim  be  made  by  either 
party  that  there  has  again  been  a  change,  since  the  year  to  which  the 
alteration  applied,  of  not  less  than  10  per  cent. 

The  alterations  under  this  paragraph  should  be  made  by  reference 
to  such  generally  approved  index  numbers  of  prices  (German  or  non- 
German),  singly  or  in  combination  as  the  arbitration  may  decide. 
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ANNEX  NO.  3  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

Note  by  the  Fikst  Committee  of  Experts 
Of  the  assets  and  revenues  of  the  German  Reich  and  its  constituent 
States  subject  to  the  apphcation  of  Article  248  of  the  Peace  Treatj% 
the  German  railway  system  is  undeniably  the  most  important  and  also 
that  which  can  be  the  most  easily  utilized  for  the  purpose  of  reparation. 

The  German  railway  system  comprises  about  53,000  kilometers  of 
lines,  and  the  rolling-stock  will  very  shortly  amount  to: 
Locomotive  engines  (excluding  electric  and  motor 


A  considerable  portion  of  this  rolling  stock  is  of  recent  construction. 
Two-thirds  of  the  whole  (18,000  locomotives  and  500,000  passenger 
vehicles  and  wagons)  were  brought  into  service  in  the  last  ten  years. 
The  rolling-stock  at  present  possessed  by  the  German  railway  system 
is  very  superior  both  in  quality  and  quantity  to  that  which  was  in  use 
before  the  war. 

Speaking  generally,  it  may  be  said  that  the  equipment  of  the  German 
railways  is  modern  and  fully  up  to  the  level  of  the  latest  improvements 
in  railway  technique. 

The  capital  cost  of  the  system  amounts  to  not  less  than  26  milliard 
gold  marks. 

The  Experts  called  in  the  services  of  eminent  railway  specialists,  and 
requested  them  to  make  a  study  of  the  German  railways;  their  report  is 
attached. 

GENERAL  REPORT  ON  THE  GERMAN  RAILWAYS  MADE  TO  THE 
FIRST   EXPERT   COMMITTEE   BY   SIR   WILLIAM  ACWORTH 


In  our  earlier  Reports  we  described  the  situation  of  the  German  rail- 
ways and  replied  to  various  questions  asked  by  the  Committee,  especially 
as  to  the  amount  of  net  revenue  which  we  considered  they  could  yield 
for  reparation  purposes.  We  have  now,  as  requested  by  the  Committee, 
brought  together  in  a  single  document  the  essential  portions  of  these 
reports  together  with  our  own  conclusions. 

We  desire  to  thank  the  German  Minister  of  Railways  and  his  staflf 
for  the  manner  in  which  they  have  assisted  our  inquiry  in  Berlin  with 
information  both  verbal  and  documentary.    In  the  short  time  at  our 


engines)  .  . 
Passenger  vehicles 
Wagons  .... 


30,850 
69,253 
748,753 


AND  M.  LEVERVE 


26th  Mabch,  1924. 
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disposal  it  has  naturally  not  been  possible  for  us  to  push  our  investiga- 
tions very  far,  but  we  trust  that  the  Report  which  we  now  present  is 
adequate  for  the  purposes  of  the  Committee,  and  we  think  its  substantial 
accuracy  may  be  relied  on. 

Capital  In^^ested  in  the  German  Railways 

In  a  preliminary  report  we  stated  that  the  capital  value  of  the  German 
railways  might  safely-  be  taken  at  not  less  than  20  milliard  gold  marks. 
An  official  publication  shows  that  the  debt  of  the  several  States  specifically 
entered  as  railway  debt,  less  that  portion  of  it  applicable  to  the  ceded 
territories,  amounted  in  1914  to  17.93  milliard  gold  marks.  In  March, 
1920,  at  which  date  the  railwaj's  were  transferred  from  the  ownership 
of  the  several  States  to  that  of  the  German  Reich,  the  invested  capital 
was  reckoned  as  25-28  milliard  gold  marks.  This  large  increase  is  ex- 
plained by  the  fact  that  at  the  date  of  the  transfer: 

(a)  the  value  of  the  railways  of  the  separate  States  was  written  up 

to  conform  to  the  real  amount  of  capital  that  had  been  invested 
in  them,  much  of  which  had  never  been  or  had  ceased  to  be 
represented  by  railwaj'  debt; 

(b)  there  was  added  to  the  old  capital  the  value  of  the  additions  made 

during  the  war. 

Between  March,  1920,  and  March,  1923,  the  capital  invested  was 
further  increased  to  2o.86  milliard  gold  marks.  The  expenditure  for  the 
current  year  and  that  which  will  still  need  to  be  incurred  in  payment 
for  commitments  already  entered  into  will  put  the  final  figure  weU  over 
26  milliard  gold  marks. 

The  above  figures  represent  capital  invested,  which  is  sometimes  a 
very  different  thing  from  capital  value.  But  in  this  case  the  capital 
value  of  the  German  railway  system  which  comprises  53,000  kilometers 
at  500,000  gold  marks  per  kilometer  may  be  taken  to  be  fully  equal  to 
the  capital  invested.  Now  a  large  part  of  the  system  is  double-tracked; 
the  lines,  stations,  yards  and  buildings  have  been  constructed  to  a  liigh 
standard,  and  they  are  very  amply  equipped  with  up-to-date  rolling 
stock.  A  comparison  with  the  capital  cost  per  kilometer  of  the  railways 
of  other  important  countries,  taking  account  of  all  the  factors  on  both 
sides,  gives  good  grounds  for  saying  that  the  German  figure  of  invest- 
ment is  by  no  means  an  excessive  representation  of  actual  cost. 

Net  Revenue  Attainable 
■\^  e  think  that  a  net  amiual  revenue  of  1  milliard  gold  marks  per  annum 
can  reasonably  be  expected  from  the  German  railways.    Tliis  is  very 
slightly  more  than  the  net  revenue  earned  before  the  war;  but  it  was 
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then  earned  very  easily.  No  attempt  was  made  to  maximize  net  revenue, 
which  was  much  more  than  sufficient  to  meet  the  interest  on  the  railway 
debt. 

On  the  one  hand,  the  tariffs  M'ere  kept  low,  especially  for  passengers. 
The  guiding  principle  was,  as  has  been  recently  expressed  in  a  brochure 
published  by  Dr.  Sarter,  whose  statement,  as  he  is  a  highly  placed  official 
in  the  Transport  Mmistry,  may  be  taken  as  authoritative:  "The  State 
Railways  ought  primarily  to  have  regard  to  the  progressive  development 
of  the  economic  life  of  the  country  and  to  treat  the  attainment  of  net 
revenue  as  only  of  secondary  importance". 

On  the  other  hand,  the  operating  expenses  were  unduly  high;  the 
staff  was  unnecessarily  large;  and  magnificent  stations  and  enormous 
shunting  yards  were  worked  at  great  expense.  Moreover,  as  is  shown 
by  the  figures  which  we  have  given  above,  the  working  expenses  included 
year  by  year  large  sums  for  improvements  and  additions  which  might 
properly  have  been  charged  to  capital. 

It  may  be  thought — seeing  that  for  some  years  past  the  gross  receipts 
of  the  German  railways  have  not  covered  their  expenses,  and  that  recently 
the  expenditure  was  several  times  as  great  as  the  receipts,  while  even 
now  the  earnings  are  only  equal  to  the  expenditure — that  this  estimate 
of  ours  is  imduly  sanguine. 

But  it  is  to  be  remembered  that  since  the  war  almost  every  country 
has  gone  through  a  similar  experience.  Even  in  the  United  States,  where 
there  was  no  currency  depreciation,  the  net  income  of  the  railways  in 
1920  was  almost  negligible;  whereas  in  England,  where  currency  deprecia- 
tion is  quite  small,  the  receipts  in  1921  fell  short  of  the  expenses.  But  in 
both  countries  the  situation  has  now  completely  changed,  and  if  in  other 
countries  the  railways  have  still  not  regained  financial  equilibrium, 
experience  sufficiently  shows  that  this  phase  is  only  temporary.  And 
Germany  has  one  special  circumstance  of  the  first  importance  in  her 
favor.  On  the  railways  of  England  and  America,  the  wages  of  the 
railway  staff  are  roughly  double  what  they  were  before  the  war.  No 
such  advance  has  taken  place  in  Germany.  On  the  contrary,  the  average 
wage  is  at  present,  we  are  informed,  only  75  per  cent,  of  the  pre-war 
wage.  It  is  proposed  in  the  current  year  to  increase  this  percentage  to 
93  per  cent,  of  the  pre-war  average.  But  there  is  no  prospect  of  any 
such  increase  above  the  pre-war  standard  as  has  taken  place  in  the  two 
countries  mentioned.  And  this  for  two  reasons:  the  cost  of  living  has 
not  increased  in  Germany,  as  it  has  there,  and,  as  German  wages  in 
other  occupations  have  not  risen,  railway  wages  do  not  compare  imfavor- 

ably.  .  . 

Naturally  we  do  not  suggest  that  a  miUiard  of  net  revenue  is  attamable 
at  the  outset.    But  we  think  a  substantial  sum  can  be  obtained  very 
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shortly,  and  that  the  full  amount  should  be  reached  within  a  period  of 
three  years.    It  should  be  arrived  at  ia  the  manner  following: 

During  the  war  there  was  imposed  in  Germany,  as  in  other  countries, 
a  transport  tax.  This  tax  still  continues  to  be  levied.  It  is  included 
in  the  rates  charged  to  the  public  but  is  paid  over  by  the  railways  direct 
to  the  Finance  Ministry  and  forms  therefore  no  portion  of  the  railway 
revenue.  It  is  a  tax  on  the  gross  receipts,  and  is  fixed  at  7  per  cent,  on 
all  receipts  from  freight  traffic  other  than  coal,  and  at  10  per  cent,  to  16 
per  cent.,  according  to  class,  on  passenger  traffic.  On  the  average  it 
amounts  to  6  per  cent,  of  the  total  gross  receipts.  It  is  estimated  to 
produce  in  the  year  19-24,  2-27  million  gold  marks.  If  in  future  years 
the  traffic  increases,  or  if  the  same  volume  of  traffic  is  charged  at  a  higher 
rate,  naturally  the  proceeds  of  the  tax  will  increase  proportionately.  It 
seems  safe  to  assume  that  its  yield  will  not  fall  below  the  present  figure. 
Moreover,  as  it  is  levied  on  the  gross  and  not  on  the  net  income,  it  is 
indef>endent  of  any  variations  in  the  cost  of  operation.  If,  as  we  rec- 
ommend, the  German  railways  in  future  are  required  to  pay  over  the 
proceeds  of  this  tax  to  the  Reparation  Commission,  the  Commission 
will  have  from  the  outset  a  safe  and  important  source  of  revenue  at  their 
disposal. 

There  remains  a  sum  of  800  million  gold  marks  in  round  figures  to  be 
obtained,  and  it  can,  in  our  judgment,  be  obtained  as  net  profit  on  the 
railways,  on  condition  that  the  tariffs  are  fixed  at  a  reasonable  level, 
that  the  number  of  employees  is  reduced  to  a  reasonable  figure,  and 
that  in  all  other  matters  curtailment  of  expenses  is  secured  by  economical 
oi>eration  on  business  lines. 

Before  the  war  the  German  railways  spent  70  marks  for  every  100 
marks  which  they  earned.  In  technical  railway  language  the  "operating 
ratio"  was  70  per  cent.  This  was  an  unusually  high  ratio,  especially 
having  regard  to  the  fact  that  the  railways  paid  no  taxes.  It  was  a  good 
deal  higher  than  the  English  ratio,  much  higher  than  the  ratio  in  France. 
But  in  every  country  there  has  been,  since  the  war,  a  marked  increase 
in  the  ratio,  and  we  do  not  think  that  under  postwar  conditions  the 
German  railways  can  be  expected  to  operate  at  a  ratio  so  low  as  70  per 
cent.  Not  only  have  they  now  to  bear  the  transport  tax,  but,  though  a 
great  rise  in  wages — the  main  cause  of  the  rise  of  the  operating  ratio  in 
other  countries — is  not  to  be  expected  in  Germany,  the  increased  cost 
of  materials,  coal  and  steel  particularly,  seems  likely  to  be  permanent. 
SSe  think  however  that  an  operating  ratio  of  80  per  cent,  ought  to  be 
attamable.  \\e  base  this  opinion  in  the  first  place  on  our  investigation 
of  German  conditions,  and  especiallv  on  two  facts: 

(1)  that  new  rolling  stock  has  been  acquired  in  the  last  few  j'ears  in 
such  large  measure  that  the  need  of  repairs  and  renewals  will  be  excep- 
tionally small  for  some  years  to  come,  and 
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(2)  that  the  recent  very  large  expenditure  on  fitting  the  freight  wagons 
with  continuous  brakes  should  result  in  important  operating  economies. 

In  the  second  place,  we  think  our  knowledge  of  what  has  happened 
and  is  happening  in  other  comparable  countries  justifies  us  in  asserting 
in  broad  terms  that,  given  efficient  and  economical  management,  there 
is  no  apparent  reason  why  the  operating  ratio  should  not  be  brought 
back  in  a  short  time  to  80  per  cent,  in  Germany  as  it  has  already  been 
brought  back  elsewhere. 

In  England  and  America,  as  we  have  said,  the  wages  of  the  staff  have 
doubled,  but  the  tariffs  are  only  roughly  50  per  cent,  above  the  pre-war 
tariffs.  In  the  result,  the  operating  ratio  has  become  much  higher  than 
before  and  stands  at  present  at  about  80  per  cent.  But  the  remaining 
20  per  cent.,  calculated  on  a  greatly  increased  gross  revenue,  suffices  to 
give  a  return  of  over  4  per  cent,  on  the  railway  capital. 

Now  in  Germany  a  gross  revenue  of  4,000  million  gold  marks  per 
annum  is  in  sight  at  the  present  moment.  With  a  gross  revenue  of  4,000 
million  gold  marks  per  annum  and  an  operating  ratio  of  80  per  cent., 
the  net  revenue  would  be  800  million  gold  marks.  And  this  sum  added 
to  the  227  million  gold  marks  of  the  transport  tax  yields  a  total  of  over 
1  milliard  gold  marks. 

And  the  whole  of  this  sum  can  be  made  available  for  Reparation. 
The  fall  of  the  mark  has  wiped  out  the  pre-war  railway  debt;  the  plan 
before  the  Committee  will,  we  understand,  relieve  the  railways  under 
the  new  management  of  responsibility  for  the  debts  recently  incurred; 
and  capital  has  been  so  lavishly  spent  in  the  last  few  years  that  there 
can  be  no  justification  for  further  expenditure  for  some  years  to  come. 
In  future  years  we  assume  that,  under  commercial  management,  new 
capital  will  not  be  spent,  unless  with  the  assurance  that  the  resulting 
profits  or  economies  will  at  least  suffice  to  meet  the  interest. 

We  shall  revert  to  the  matter  of  receipts  and  expenditure  when  we 
come  to  discuss  the  budget  estimate  for  the  year  commencing  April, 
1924. 

Meanwhile  it  may  be  useful  to  approach  the  subject  from  another 
point  of  view. 

One  milliard  is  less  than  4  per  cent,  on  the  railway  capital  of  26  mil- 
liards. If  we  deduct  the  transport  tax,  which  certainly  does  not  exceed 
in  amount  the  taxation  levied  on  railways  in  other  countries,  the  German 
railways  are  only  required  to  earn  a  fraction  over  3  per  cent,  on  their 
capital.  And  as  already  stated,  we  have  no  reason  to  think  that  the 
German  railways  are  overcapitalized.  Tliree  per  cent,  can  hardly  be 
regarded  as  an  excessive  rate  of  interest. 

In  England  the  Rates  Tribunal  is  required  by  Statute  to  permit  the 
railways,  provided  that  their  management  is  efficient  and  economical. 


WORLD  PEACE  FOUNT) ATIOX  iil 

to  charge  rates  adequate  to  produce  a  net  income  of  roimdly  1  milliard 
gold  marks  on  a  capital  somewhat  less  than  that  of  the  German  rail- 
ways. In  America,  the  Interstate  Commerce  Commission,  also  acting 
under  statutory  authority,  has  decided  that  5^  per  cent,  is  a  reasonable 
return  on  railway  capital,  and  has  authorized  rates  regarded  as  sufficient 
to  produce  this  return. 

If  the  German  railways  are  required  to  pay  very  little  more  than  3 
per  cent,  for  reparations,  they  ought,  imder  efficient  and  economical 
commercial  management,  to  earn  a  substantial  siuplus  over  and  above, 
which  can  be  applied  in  relief  of  the  general  taxation  of  the  country. 
At  the  same  time,  it  should  be  understood  that  the  profits  on  railways, 
like  those  of  other  commercial  undertakings,  vary  from  year  to  year. 
There  are  good  times  and  bad  times.  The  milliard  which  we  have  assumed 
as  a  reasonable  return  must  be  regarded  as  an  average  one  year  with 
another. 

As  we  have  already  said  the  full  net  revenue  will  not  be  attained  from 
the  outset.  A  period  of  some  years  will  probably  need  to  elapse.  For 
the  German  traffic  has  been  seriously  affected  by  the  occupation  of  the 
Rhine-Rulu-  railways. 

Time  will  be  needed  after  the  railways  have  been  reorganized  as  a 
united  system  to  bring  the  new  system  into  work  and  to  re-establish 
completely  the  old  traffic.  And  this  reorganization  will  mean  expenditure. 
Further,  the  necessary  reform  of  the  management  will  take  time  to  carry 
out  and  will  not  produce  its  full  effect  at  once. 

For  all  these  reasons  and  naturally  without  committing  ourselves  to 
mathematical  accuracy  we  think  it  reasonable  to  estimate  that  the  net 
revenue  apart  from  the  transport  tax,  and  after  pro^^ding  for  building 
up  of  an  adequate  reserve,  will  increase  as  follows: 

Million 
gold  marks 


1st  year   400 

'2d  year  550 

3d  and  4th  years    700  to  750 

5th  and  subsequent  years  800 


Measures  to  Obtain  Results 

It  is  evident  in  the  first  place,  that  the  railways  in  common  with  every 
other  German  imdertaking,  can  only  give  satisfactory  results  if  the 
currency  is  stabilized  and  political  and  social  tranquillity  prevails. 

As  for  the  measures  to  be  taken  to  obtain  the  results  indicated  above, 
we  may  repeat:  the  railways  must  be  worked  as  a  commercial  enter- 
prise, that  is  to  say,  with  the  determination  on  the  one  hand  so  to  fix 
the  rates  as  to  produce  all  the  receipts  that  can  be  obtained,  and  on  the 
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Other  hand  to  reduce  the  expenditure  to  a  minimum.  The  management 
of  the  German  railways  has  hitherto  been  far  from  working  to  this  standard 
We  shaU  show  later  that  since  the  war  the  tariffs  both  for  passenger  and 
freight  have  been  kept  too  low,  with  the  object  of  encouraging  industry 
and  commerce,  and  especially  of  favoring  German  export.  The  tariffs 
are  stUl  regarded  as  they  were  before  the  war,  primarily  as  a  weapon 
m  the  hands  of  German  trade,  and  only  secondarUy  as  a  source  of  rail- 
way revenue. 

On  the  otlier  hand,  the  expenditure  on  rolling  stock  and  works  of 
every  kmd  has  been  extravagant  smce  the  war,  and  the  staff  employed 
is  at  the  same  time  much  too  large  and  badly  paid. 

It  is  therefore  indispensable  to  make  a  radical  change  m  the  policy 
followed  by  the  railways  hitherto.  But  we  do  not  believe  that  any 
German  management  will  have  the  strength  necessary  to  fight  successfully 
against  the  traditional  mental  attitude,  unless  there  is  behind  it  the 
constant  pressure  of  an  expert  control,  established  and  mamtamed  in 
the  interests  of  the  Allies,  to  supervise  the  management  m  the  matter 
both  of  tariffs  and  of  expenditure. 

We  shall  deal  later  with  the  question  of  the  Control  in  greater  detail. 

Further,  we  regard  a  complete  change  in  the  organization  as  essential. 
We  think  that  the  recent  establishment  of  a  separate  undertaking,  with 
a  separate  budget  and  with  a  certain  measure  of  independence,  though 
it  is  a  move  in  the  right  direction,  does  not  go  far  enough.  The  undertak- 
ing, though  separate,  still  remains  a  Gov^ernment  imdertaking.  In  our 
judgment  it  is  necessary  to  go  further  and,  whUe  leaving  to  Germany 
the  ownership  of  the  railways,  to  intrust  the  management  for  a  period  of 
years  to  a  commercial  company,  which  will  be  German,  but  with  a  board 
of  directors  containing  representatives  both  of  the  shareholders  and  of 
the  creditor  Allied  Powers. 

WTiat  this  period  of  years  should  be,  how  the  company  should  be 
constituted,  with  what  powers,  and  with  what  restrictions,  is  a  matter 
which  we  understand  the  Committee  itseK  will  deal  with.  We  need  only 
urge  that  the  Company  and  its  management  must  have  adequate  freedom 
in  the  matter  both  of  tariffs  and  operation.  And  if  we  may  vary  the 
phrase  of  Dr.  Sarter,  we  think  that  a  commercially  managed  railway 
company  ought  to  treat  the  attainment  of  an  adequate  net  revenue  as 
of  primary  importance,  while  at  the  same  time  having  regard  to  the 
progressive  development  of  the  economic  life  of  the  country,  and  being 
careful  not  to  kill  or  even  impair  the  productive  capacity  of  the  goose 
that  lays  the  golden  eggs. 

Moreover,  as  we  have  already  said,  the  financial  result  which  we  have 
mentioned  can  only  be  attained  on  condition  that  the  entire  German 
railways  are  either  united  in  one  system  under  a  single  management. 
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or  divided  in  a  reasonable  manner  into  several  systems  working  in  har- 
mony, with  the  same  tariffs  and  imder  the  same  general  regulations. 
If  we  had  to  contemplate  separate  systems  wholly  out  of  harmony  with 
each  other,  the  results  obtained  would  certainly  not  correspond  to  our 
estimate  of  the  net  revenue  obtainable. 

Though  that  estimate  assumes  the  existence  of  an  imdivided  German 
railway  system,  it  will  of  course  be  understood  that,  in  making  this 
assumption  we  do  not  express  any  opinion  as  to  the  course  of  action 
which  the  AUied  Governments  may  think  it  desirable  to  adopt  or  on 
the  general  question  of  military  or  economic  guarantees  for  reparation 
and  security. 

Finally,  our  estimate  takes  for  granted  that  the  railways  will  not  be 
required  to  carry  traflBc  for  the  Government  or  the  commimity,  unless 
their  services  are  paid  for  at  a  commercial  rate.  Hitherto  the  German 
railways  have  carried  free  for  the  Post  Office  not  only  mails  but  parcel 
traffic.  The  railways  of  Great  Britain  receive  at  the  present  time  from 
the  Post  Office  payments  for  similar  though  smaller  services  amounting 
to  more  than  4  million  pounds  sterling  per  annum.  There  are  other 
instances  of  a  similar  kind  but  of  less  importance  with  which  it  is  not 
necessary  to  deal  here. 

Future  Capital  Expenditure 

We  shall  see  later  that  the  expenditure  incurred  since  the  war  for 
new  works,  and  especially  for  rolling  stock,  has  been  very  large.  It  has 
in  our  judgment  gone  much  beyond  the  real  needs  of  the  railways. 

For  rolling  stock  alone  there  has  been  charged  against  the  various 
budgets,  a  sum  of  more  than  3  milliard  gold  marks,  which  has  enabled 
the  railways  to  acquire  more  than  18,000  new  locomotives  and  more 
than  400,000  new  carriages  and  wagons. 

We  think,  therefore,  that,  broadly  speaking,  the  capital  account  can 
be  entirely  closed  for  some  years  to  come,  without  any  injury  to  the 
railways.  But  at  the  same  time  we  must  not  fail  to  call  attention  to 
the  statement  of  the  German  Government  that  the  capital  expenditure 
to  be  incurred  in  the  year  1924  will  amount  to  over  500  million  gold 
marks,  and  that  to  complete  the  program  a  further  expenditure  of 
236  million  gold  marks  will  be  required  in  1925.  We  think  that  this 
program  ought  to  be  examined  in  detail,  and  very  drastically  cut 
down. 

Still,  after  a  certain  time  it  will  no  doubt  be  necessary  to  incur  new 
expenditure  in  enlarging  stations  or  building  new  lines.  But  as  we  have 
ab-eady  said,  a  commercial  administration  will  not  embark  on  new  capital 
expenditure  unless  it  is  evident  that  it  will  be  directly  reproductive. 
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The  cost  can  therefore  be  paid  either  directly,  out  of  increased  net  rev- 
enue, or  if  It  IS  sufficiently  important  to  justify  this  course,  by  loans 
charged  on  the  increased  revenue  without  trenching  on  the  revenue 
pledged  for  reparations. 

The  Railway  Budget— Ordinary  Budget 
It  seems  desirable  to  examine  the  estimate  for  the  ordinary  budget 
for  the  financial  year  from  April  1,  1924,  to  March  31,  1925— in  German 
financial  matters  caUed  the  year  1924-which  has  been  drawn  up  by 
the  German  administration. 

It  has  been  drawn  upon  the  supposition  that  the  Rhine- Westphalian 
Railways  have  been  restored  to  German  management.  But  even  if 
and  M'hen  this  happens,  it  is  probable  that  there  will  be  confusion  at  the 
outset;  a  certam  time  must  necessarily  elapse  before  the  normal  working 
can  be  resumed  and  the  ordinary  currents  of  traffic  restored;  and  further, 
certam  exceptional  expenses  will  have  to  be  incurred  which  it  is  impossible 
to  estimate  exactly. 

This  budget  is  therefore  somewhat  theoretical,  and  may  be  considered 
as  representing  the  results  to  be  obtained  in  the  year  1925  rather  than 
in  the  year  1924.  Subject  to  these  reservations,  we  will  proceed  to 
summarize  and  examine  it. 

Ordinary  Budget  Including  the  Rhine-Westphalian 

Railways 

I.    Expenses  Gold  Marks 

(a)  Salaries  and  Wages   1,631,007,000 

(6)  Cost  of  Material: 

Supplies  and  consumable  stores  .  .  545,000,000 
Maintenance  of  way  and  works  .  .  294,480,000 
Maintenance  and  renewal  of  rolling 

stock  and  mechanical  plant  .   .   .  394,000,000 

Other  material  costs   140,513,000 

Reserves   200,000,000 

Interest  and  repayment  of  debt  .  .    325,000,000  1,898,993,000 
Total   3,530,000,000 

II.  Receipts 

Passenger  traffic   850,000,000 

Freight  traffic   2,700,000,000 

Miscellaneous   130,000,000 

Total   3,680,000,000 

Surplus   150,000,000 
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Receipts 


The  receipts  for  the  budget  in  1924  have  been  calculated  by  assuming  a 
traflSc  somewhat  greater  than  that  in  1913,  but  less  than  that  in  1921 
and  1922,  in  which  years  the  traffic  was  swelled  by  the  activity  of  trade 
due  to  the  fall  of  the  mark. 

The  figures  are  as  follows: 


The  passenger  receipts  have  been  calculated  on  the  basis  of  the  tariffs 
which  were  in  force  at  the  time  when  the  budget  was  framed.  Later  on 
when  we  come  to  deal  with  tariffs,  we  shall  point  out  that  the  3d  and  4th 
class  fares  were  too  low,  and  that  the  1st  class  fares,  which  affect  only  a 
trifling  number  of  passengers,  were  too  high.  Since  March  1st  the  3d  and 
4th  class  fares  have  been  increased  by  36  per  cent.,  and  the  1st  class  fares 
have  been  sUghtly  reduced.  We  may  assume  that  the  result  will  be  an 
increase  in  passenger  receipts  of  30  per  cent.,  which  will  raise  the  budget 
estimate  of  850  million  to  roughly  1,100  million  marks. 

The  freight  receipts  have  been  calculated  on  the  basis  of  an  average 
charge  of  4.5  gold  pfennigs  per  ton  kilometer.  The  tariffs  in  force  last 
February,  at  the  time  of  our  visit  to  Berlin,  gave  a  higher  average  receipt 
per  ton  kilometer  of  5.5  gold  pfennigs.  But  a  general  reduction  of  10  per 
cent,  was  made  on  March  1st,  and  others  are  in  contemplation  with  the 
special  object  of  encouraging  national  trade  and  industry.  As  we  shall 
explain  later,  these  reductions  do  not  seem  to  us  justified  under  present 
conditions.  If  rates  were  maintained  at  a  reasonable  level,  we  may 
assume  that  the  freight  receipts  would  be  about  10  per  cent,  above  the 
budget  estimate  of  2,700  million  marks,  that  is,  they  would  amount  to 
2,970  milhon  marks. 

The  receipts  side  of  the  budget  would  then  be  as  follows: 


Passenger  kilometers 
Ton  kilometers  .  . 


Actual  in 
1913 

Millions 
35,122 
57,251 


Estimate  for 


192j. 
Millions 
40,000 
60,000 


Passenger  traffic 
Freight  traffic 
Miscellaneous 


Million 
gold  marks 


1,100 
2,970 
130 


Total 


4,200 
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Expenses 

As  for  the  estimate  of  expenses  for  1924,  it  is  to  be  noted  that  the  expendi- 
ture for  staff,  1,631,007,000  gold  marks,  represents  about  54  per  cent,  of 
the  actual  working  expenditure  of  3,005  million  gold  marks.  If  we  exclude 
interest  and  repayment  of  debt,  and  reserve,  neither  of  which  are  properly 
included  in  working  expenses,  this  proportion  is  much  the  same  as  that  on 
the  railways  of  the  adjacent  coimtries.  We  pointed  out  in  previous  Notes 
that  the  staff  was  unreasonably  large.  In  1919  there  were  1,121,111  per- 
manent staff  and  workmen  employed;  at  the  end  of  1923  the  number  was 
still  very  nearly  1  million.  They  must  have  been  extraordinarily  badly 
paid,  for  the  percentage  of  the  wage  bill  to  the  total  expenditure  was 
reduced  in  the  budgets  of  1922  and  1923  to  29  per  cent,  and  20  per  cent., 
respectively,  a  figure  absolutely  abnormal. 

The  expenditure  for  1924  has  been  calculated  on  the  basis  of  a  staff 
reduced  to  793,000  although  on  the  1st  of  January  the  number  was  still 
936,800.  A  very  drastic  reduction  is  therefore  implied,  and  is  in  fact  being 
carried  through  at  this  moment.  But  there  will  be  no  saving  in  money. 
Increase  of  wages  will  more  than  coimterbalance  the  decrease  in  the 
number  of  staff,  for  an  increase  of  salaries  and  wages  amounting  to  18  per 
cent,  on  the  average  is  budgeted  for.  A  table  of  the  variations  in  the 
average  payment  is  given  below : 


Average  Payment  per  Employee 

PER  Annum 

IN  Gold 

Marks 

Budget 

Estimate 

Year  19U 

Feb.,  19U 

for  19U 

Permanent  staff   

2,352 

1,634 

1,972 

1,331 

1,060 

1,338 

1,718 

1,293 

1,595 

Percentage  of  pre-war  average    .  . 

100 

75 

93 

We  feel  bound  to  say  that  the  increase  proposed  is  entirely  reasonable. 
The  remuneration  of  the  staff,  especially  in  the  upper  and  middle  ranks,  is 
quite  inadequate,  and  if  good  work  is  expected,  it  must  be  paid  at  its 
market  rate. 

A  reserve  of  200  million  marks  has  been  included  to  provide  for  con- 
tingencies, a  course  which  we  cannot  other  than  approve. 

The  total  expenses  for  the  year  1924,  including  this  reserve  and  interest 
and  repayment  of  debt,  to  which  we  shall  refer  later,  are  set  down  in 
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the  budget  as:   3,530  million  gold  marks. 

With  the  tariffs  on  the  basis  which  we  have 
taken  above,  the  receipts  will  be   4,200  " 

This  would  give  a  surplus  of    670  " 

This  surplus  would  be  net  profit  because  the  reserve  of  200  million  and  325 
million  gold  marks  for  interest  and  repayment  of  the  new  debt  has  been 
included  in  the  expenses. 

Further  it  is  to  be  remembered  that  the  transport  tax  represents  in 
effect  a  further  net  profit  from  the  raUwaj's.  If  we  reckoned  this  tax  at  10 
per  cent,  on  the  passenger  receipts  and  at  7  per  cent,  on  the  receipts  from 
freight  other  than  coal,  we  should  obtain  for  1924  a  figure  of  276  million 
gold  marks. 

The  total  net  income  of  the  railwaj-s  woidd  then  be  670+276  =  946 
million  marks,  which  is  very  close  to  the  milliard  which  we  have  suggested 
is  attainable  within  a  few  years. 

But  as  we  have  said  already,  these  results  are  applicable  to  the  entire 
German  railways  worked  as  a  single  system,  including  the  Rhine- West- 
phalian  lines,  under  normal  conditions.  Certainly  they  will  not  be  ob- 
tained in  the  year  1924,  though  they  should  be  obtained  very  shortly 
thereafter. 

Interest  and  Repayment  of  Debt 

The  sum  of  325  millions  set  down  in  the  budget  for  interest  and  repay- 
ment of  debt  during  the  year  1924  is  divided  into: 

Million 
gold  marks 

Interest  99 

Repayment  225 

Cost  of  Administration   1 

325 

This  debt  represents  liabilities  recently  incurred,  for  the  old  debt  has 
practically  disappeared.  The  total  amount  of  the  current  debt  is  312 
million  marks.  Particulars  are  given  m  the  reply  of  the  Government  to 
questions  asked  by  the  Committee.  There  are  short  term  loans,  overdue 
accounts,  bills  of  exchange  maturing,  advances  made  by  the  Ministry  of 
Fmance  or  by  the  Reichsbank,  and  emergency  currency  issued  by  the 
railways  which  has  to  be  redeemed.  The  interest  charge  for  these  debts 
13  quite  large.  In  certain  cases  we  are  told  that  interest  is  running  at  the 
rate  of  one-tenth  of  1  per  cent,  per  diem,  that  is  36  per  cent,  per  annum. 
Evidently  debts  of  this  kind  should  be  paid  off  as  soon  as  possible. 

In  addition  to  these  current  debts  amounting  to  312  millions,  it  is  es- 
timated that  further  debt  will  need  to  be  incurred  as  follows: 
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Million 
,  gold  marks 

Commitments  for  extraordinary  expenses  up  to  March  31, 

1924   110 

For  the  expenditm-e  of  the  extraordinary  budget  during 

the  financial  year  1924    387 

For  expenditure  which  will  be  necessary  when  the  Rhine- 

Westphalian  Railways  are  handed  back   200 

697 

Add  debt  already  incurred   312 

Total  debt,  actual  and  anticipated  1,009 

As  we  have  said,  the  ordinary  budget  for  1924  provides  an  amount  of 
225  million  marks  for  repayment  of  debt.  But  it  is  evident  that  these 
expenditures  charged  on  the  extraordinary  budget  tend  to  increase  rapidly, 
and  it  is  therefore  necessary  to  cut  down  the  extraordinary  budget.  To 
this  question  we  now  turn. 

The  Extraordinaby  Budget 

A  budget  of  extraordinary  expenditure  has  been  dra^vn  up  for  the 
interim  period  from  November  15,  1923,  to  March  31,  1924.  It  covered 
originally  an  expenditure  of  220  million,  but  was  subsequently  reduced  to 
170  million  marks  divided  as  follows: 

Million 

CHAPTER  I  goldmarJcs 

Dwellings   8 

Additional  rolling  stock   77 

Kunze  Knorr  brake   3 

Miscellaneous    15 

CHAPTER  II 

Doubling  of  road   6 

Electrification   6 

Stations   32 

Repair  shops    13 

Miscellaneous    10 

Total  I'^'O 

These  expenses  are  to  be  covered  partly  by  credits  already  available, 
and  partly  by  new  credits  to  an  amount  of  110  millions. 
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The  Ministry  has  also  furnished  us  with  a  statement  of  other  extra- 
ordinary expenses  ^vhich  in  their  judgment  are  still  necessary  for  the 
financial  year  1924.   We  summarize  them  as  follows: 


Million 

CHAPTER  I  gold  marks 

Dwellings   15 

Additional  rolling  stock   110 

Electric  rolling  stock   20 

Kunze  Eiiorr  brake   28 

Miscellaneous    40 

CHAPTEH  n 

New  tracks    10 

Doubling  of  road   13 

Electrification   10 

Stations   94 

Repair  shops   36 

Miscellaneous    11 

Total   387 


In  addition  to  this  expenditure  of  387  million  marks  in  1924,  it  is  es- 
timated that  a  further  sum  of  236  millions  wUl  subsequently  be  required 
merely  to  complete  works  already  begun.  This  represents  the  final  state 
of  a  program  amounting  altogether  to  1,610  million  marks. 

This  estimated  expenditure,  which  will  have  to  be  covered  by  loans,  has, 
so  we  are  told,  already  been  reduced  to  an  absolute  minimum.  All  the 
same,  we  think  it  ought  to  be  re-examined  point  by  point  in  order  to  stop 
or  at  least  postpone  work  not  absolutely  necessary,  except  where  it  has 
been  carried  to  such  a  point  that  it  had  better  be  completed. 

The  works  and  the  rolling  stock  of  the  German  railways  were  very  fully 
adequate  before  the  war.  Since  the  war  no  money  has  been  spared  to  en- 
large works  and  buildings  and  to  renew  and  even  increase  the  rolling  stock 
to  an  extent  which  will  make  it  impossible  to  justify  any  new  expenditure 
of  this  nature  for  some  years  to  come.  We  give  below  particulars  as  to  the 
rolling  stock  which  bear  out  this  statement. 

Rolling  Stock 

Below  is  a  comparison  based  on  figiu-es  furnished  to  us  in  Berlin,  of  the 
German  railway  rolling  stock  before  the  war  and  in  1924.  We  have  ignored 
electric  locomotives  and  motor  cars: 
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Steam 

„                                                        Locomotives  Carriages  Wagons 

 27,940  62,050  657J50 

January.  1924                                     29,966  67,800  723,100 

Further  roUing  stock  ordered  last  year  from  private  firms  and  not  vet 
delivered  amoimts  to: 

Locomotives  Carriages  Wagons 

884  1,453  25,653 

Delivery  of  this  stock  was  due  by  the  beginning  of  May,  but  has  been 
delayed  owmg  to  the  occupation  of  the  Ruhr.  It  is  not  now  expected  to 
be  complete  till  the  end  of  the  year. 

These  figures  show  that  the  whole  of  the  rollmg  stock  handed  over, 
either  at  the  Armistice  or  together  with  the  territory  ceded  under  the 
Treaty  of  Peace,  has  been  replaced  by  new. 

Old  and  out-of-date  rolling  stock,  which  could  only  be  replaced  to  a 
very  small  extent  during  the  war,  has  been  written  ofif  and  replaced  since 
1920;  a  considerable  quantity  of  additional  rolling  stock  has  been  built. 

It  is  worth  while  producing  a  table  showing  the  locomotives  written  off 
and  replaced  for  each  year  of  the  last  eleven: 

In  1913  there  were  written  off 
In  1914 
In  1915 
In  1916 
In  1917 
In  1918 
In  1919 
In  1920 
In  1921 
In  1922 
In  1923 

Total   7,671 

The  same  thing  has  happened  with  carriages  and  wagons.  We  give  a 
table  showing  the  new  rolling  stock  acquired  since  1914: 

Steam 

Locomotives    Carriages  Wagons 

Delivered:  1914-18                                 8,859        11,832  181,196 

1919-23                                  8,506        12,313  246,388 

Ordered  but  not  yet  delivered    ....       884          1,453  25,653 

18,249        25,598  453,237 
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The  resiJt  is  that  18,249  locomotives  and  478,835  carriages  and  wagons, 
two-thirds  of  the  entire  stock,  has  been  built  within  the  last  ten  years;  and 
that  accordingly  the  rolling  stock  of  the  German  railways  is  much  superior 
to  that  which  they  possessed  in  1914. 

Replacement  of  rolling  stock  on  this  colossal  scale  has  necessarily  en- 
tailed enormous  expenditure.  We  are  unable  to  give  the  actual  cost,  for 
it  is  spread  over  various  budgets. 

The  figures  which  have  been  given  to  us  show  an  expenditure,  up  to  the 
end  of  1922  only,  of  2,267,774,488  marks. 

This  figure  does  not  include  the  cost  of  replacing  the  rolling  stock 
handed  over  to  the  Allied  Powers  in  1919,  1920  and  1921,  which  was  paid 
for  by  special  credit  granted  by  the  Ministry  of  Finance,  amounting  when 
reduced  to  gold  marks  to  739,347,006. 

The  replacement  of  rolling  stock  written  off  is  cliarged  against  the 
ordinary  railway  budget.  Additions  to  rolling  stock  are  charged  against 
the  extraordinary  railway  budget. 

From  November  15,  1923,  to  April  1,  1924,  rolling  stock  to  an  amoimt 
of  150  million  gold  marks  ■will  be  so  charged. 

A  further  expenditure  of  50  million  marks  in  the  ordinary  budget  and  of 
110  milUon  marks  in  the  extraordinarv  budget  is  proposed  for  the  year 
1924. 

KuNZE  Knohb  Conttntjotjs  Brakb 

The  application  of  the  Kunze  Knorr  continuous  brake  to  freight  trains 
has  also  implied  large  expenditure.  It  was  decided  in  1918,  while  the 
war  was  still  going  on,  to  adopt  this  policy  in  order  to  release  a  large 
number  of  brakemen,  and  to  make  possible  an  increase  of  speed  of  freight 
trains,  more  especially  of  military  trains.  This  pohcy  has  been  energeti- 
cally pursued  since  the  war;  on  the  one  hand,  all  the  new  wagons  ordered 
have  been  fitted  with  continuous  brakes;  and  on  the  other  hand,  the 
equipment  of  the  old  stock  has  been  pushed  on. 

The  entire  program  is  expected  to  be  completed  by  April  1,  1925. 
The  total  expenditure  will  amount  to  400  million  marks,  of  which  117 
millions  still  remain  to  be  paid.  But  it  should  be  said  that  the  Kunze 
Knorr  Company  has  agreed  to  spread  the  payment  over  a  period  ter- 
minating only  on  October  1,  1926. 

Tariffs 
Freight  Tariffs 

A  study  of  the  freight  tariffs  of  any  country  at  any  time  involves  pro- 
longed investigation  of  a  vast  mass  of  bewildering  detail.  To  present 
in  brief  outline  the  broad  general  effect  is  ahnost  impossible.  CerUinly 
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the  short  time  available  has  not  made  the  task  possible  for  us.  In  Ger- 
many its  difficulty  is  increased  by  various  special  circumstances. 

In  1921  the  whole  basis  of  the  freight  tariffs  was  altered  by  the  abandon- 
ment for  a  large  part  of  the  traffic  of  flat  mileage  rates,  and  the  substitution 
therefor  of  Stafeltarife,  that  is,  rates  under  which  the  charge  per  mile 
decreases  as  the  mileage  increases.  Simultaneously,  most  of  the  excep- 
tional tariffs,  under  which  the  bulk  of  the  traffic  had  hitherto  passed, 
were  withdrawn.  Many  of  them  have  smce  been  restored  in  a  modified 
form.   And  this  is  only  the  railway  side  of  the  difficulty. 

The  currency  question  complicates  the  whole  story.  Tariff  advances 
were  at  the  outset  made  in  the  shape  of  percentage  increases  of  existing 
rates.  Then  came  a  period  when  an  index  figure  was  adopted  with  a 
varymg  multiplicator.  Finally  in  November,  1923,  the  tariffs  were  cal- 
culated on  a  gold  basis.  The  result,  as  we  are  mformed,  was  that  the 
freight  tariffs  were  found  to  be  on  a  level  so  high  in  comparison  with  the 
capacity  of  the  traffic  to  bear  the  rates,  that  reductions  on  a  large  scale 
became  absolutely  necessary. 

We  are  far  from  satisfied  that  this  was  or  is  the  case.  We  feel  con- 
vinced that  further  investigation  would  support  our  general  conclusions 
that  the  freight  rates  have  been,  and  are  proposed  to  be,  reduced  in  a 
manner  and  to  an  extent  which  cannot  be  justified  from  the  railway 
point  of  view,  and  that  this  has  resulted  from  the  training  and  mental 
attitude  of  the  officials,  who  have  been  brought  up  to  share  the  views 
expressed  in  the  quotation  from  Dr.  Sarter  which  we  have  given  above. 

At  the  same  time  we  feel  it  necessary  to  utter  a  note  of  warning.  Our 
conclusion,  that  freight  tariffs  might  be  a  good  deal  higher  than  the 
German  officials  think  they  can  profitably  be,  is  based  mainly  on  the 
average  receipts  per  ton-kilometer  to-day  as  compared  with  the  pre-war 
figures.  We  are  told  that  these  figures  give  a  misleading  impression  of 
present-day  facts.  And  numerous  comparisons  of  certain  important 
rates  and  classes  of  rates,  pre-war  and  postwar,  have  been  submitted  to 
us,  which  would,  if  typical,  put  a  different  complexion  on  the  matter. 
In  spite  of  these  tables  we  still  adhere  to  the  opinion  we  have  expressed. 
But  the  Committee  will  appreciate  that  what  we  have  said  is  only  an 
expression  of  opinion,  and  cannot  claim  to  be  a  considered  judgment 
based  on  fully  ascertained  statistical  facts. 

We  have  found  it  impossible  to  satisfy  ourselves  how  high  the  present 
German  freight  tariffs  really  are.  The  earliest  documents  submitted  to 
us  stated  that  the  freight  tariffs  might  be  assumed  to  be  double  the  pre- 
war tariffs.  The  facts  do  not  seem  to  us  to  bear  out  this  statement. 
Before  the  war  the  freight  charge  per  ton-kilometer  averaged  3.36  gold 
pfennigs.  It  is  estimated  by  the  officials  that  in  November,  1923,  at  the 
moment  when  the  gold  mark  was  substituted  for  paper  marks  of  indefinite 
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value  as  the  medium  of  pajnnent  for  railway  services,  the  average  rate 
was  double  the  pre-war.  In  other  words,  according  to  the  official  estimate, 
the  average  rate  in  November,  1923,  should  have  been  6.72  pfennigs 
per  ton-kilometer.  But  this  is  no  more  than  an  estimate,  and  we  doubt 
its  accuracy. 

From  this  date  there  began  a  process  which  is  still  continumg  of  repeated 
and  important  reduction  of  rates  regarded  as  excessive.  There  is  statistical 
ground  for  behevmg  that  in  the  early  part  of  January,  1924,  the  average 
rate  was  5.89  pfennigs,  an  advance,  that  is,  not  of  100  per  cent,  but  of 
75  per  cent,  above  the  pre-war  average.  On  January  20th  a  number  of 
important  reductions  came  into  force,  and  the  estimate,  based  on  such 
statistics  as  were  available,  was  m  the  middle  of  February  that  the  then 
average  rate  was  5.55  pfennigs,  and  advance  on  pre-war  rates  of  65  per 
cent.  The  reductions  are  however  still  going  on,  and  some  of  them  are 
of  great  importance.  On  March  1st  an  all-round  reduction  of  10  per 
cent,  was  made  on  a  large  part  of  the  traffic. 

The  budget  estimate  of  freight  traffic  receipts  is  made  on  the  assump- 
tion that  the  average  freight  rate  during  the  year  will  have  been  brought 
down  to  not  more  than  4.50  gold  pfennigs,  which  is  equivalent  to  an 
advance  over  the  pre-war  tariffs  of  only  33  per  cent.  No  doubt  this 
estimate  errs,  as  was  intended,  on  the  side  of  caution. 

On  this  policy  we  will  make  two  observations.  Taken  as  a  v.hole, 
we  have  difficulty  in  believing  that  all  particular  reductions  made  and 
proposed  can  be  justified.  Even  assuming  that  in  certain  cases  reductions 
have  been  and  are  desirable  in  the  interest  of  the  railways,  we  feel  con- 
vinced that  reductions  are  being  conceded  which  need  not  be  made,  and 
that  at  least  in  some  cases  the  percentage  of  reduction  is  unnecessarily 
large.  We  have  learned  that  exceptional  tariffs  involving  great  reduc- 
tions, both  for  import  of  raw  materials  and  for  export  of  German  produce, 
are  bemg  very  freely  introduced.  The  import  rates  for  jute  have  been 
reduced  by  25  per  cent.;  for  raw  cotton  and  raw  wool  by  50  per  cent. 
A  reduction  of  the  rate  for  miscellaneous  wares  exported  by  sea,  amount- 
ing to  30  per  cent.,  is  on  the  point  of  coming  into  force;  and  a  reduction 
of  30  per  cent,  to  40  per  cent.  Ln  the  rates  for  steel  and  iron  exported  by 
sea  is  contemplated. 

There  is  a  point  in  connection  with  the  freight  tariffs  and  freight 
revenues  which,  though  the  precise  facts  are  obscure,  is  of  considerable 
importance.  The  Budget  estimate  for  1924  assumes,  apparently  with 
good  reason,  that  the  ton-kilometers  to  be  carried  in  1924  will  be  roughly 
equal  to  those  of  1913.  But  conditions  have  greatly  changed  in  the 
interval.  The  number  of  tons  carried  has  fallen  apparently  by  about 
20  per  cent.,  while  the  distance  the  average  ton  travels  has  increased  in 
corresponding  ratio.  The  German  officials  adduce  three  main  causes 
for  the  increase  in  the  average  length  of  haul : 
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(1)  the  introduction  in  1921  of  Stafeltarife; 

(2)  changes  in  the  previous  currents  of  traffic  consequent  on  the  war 

and  the  establishment  of  new  political  frontiers; 

(3)  diversion  of  traffic  in  consequence  of  the  occupation'of  the  Rhme- 

Ruhr  territory. 

The  eflFect  of  (1)  will  be  permanent;  the  effect  of  (2)  will  probably 
dimmish  with  time;  the  effect  of  (3)  will  presumably  be  only  temporary. 
We  cannot  estimate  what  proportion  of  the  ascertained  results  has  been 
due  to  these  three  causes  respectively.  But  it  is  clear  that,  if  in  future 
years  the  tonnage  does  not  increase,  while  the  average  length  of  haul 
goes  back  to  anything  approaching  the  pre-war  figure,  the  effect  on  the 
railway  revenue  will  be  quite  serious. 

Before  we  leave  the  question  of  freight  tariffs,  we  desire  to  make  one 
observation.  We  have  admitted  that  the  facts  are  obscure;  that  our 
investigations  have  not  been  and  could  not  be  pushed  very  far.  We 
have  acknowledged  that  we  have  hesitated  as  to  certam  conclusions. 
It  may  well  be  that,  where  we  have  expressed  a  definite  opinion,  time 
will  prove  the  opinion  wrong. 

All  this  we  have  had  in  mind;  it  does  not  affect  the  thing  which  from 
the  point  of  view  of  the  Committee  is  the  really  important  matter,  that 
we  retain  the  convLnction  that  the  German  railways  can  and  should 
produce  a  net  revenue  of  1  milliard  gold  marks  per  annum  available  for 
reparation.  Our  forecast  may  well  prove  erroneous  on  certain  points, 
too  optimistic  in  one  direction,  too  pessimistic  in  others.  But  our  esti- 
mate is  based  on  broader  grounds  than  tariff  details  and  to  it  we  adhere. 

Passenger  Tariffs 

The  German  railways  have  nominally  four  classes  of  passengers;  but 
first-class  carriages  are  not  run  on  local  trains,  and  fourth-class  carriages 
are  not  run  on  express  trains.  The  fares  before  the  war  were  respectively 
at  7  pfennigs,  4.5  pfennigs,  3  pfennigs  and  2  pfennigs  per  kilometer.  In 
April,  1917,  the  transport  tax,  amoimting  to  16  per  cent.,  14  per  cent., 
12  per  cent,  and  10  per  cent,  on  the  gross  receipts  from  the  four  classes 
respectively  was  introduced. 

In  spite  of  the  tax,  which  is  estimated  to  amount  for  1924  to  85  million 
gold  marks,  the  railway  management  did  not  raise  fares  till  September, 
1923.  At  this  date  the  fares  were  increased,  including  tax,  to  19.6  pf., 
9.9  pf.,  3.3  pf.  and  2.2  pf.  per  kilometer,  for  the  fom  classes  respectively. 
Therefore  the  3d  and  4th  class  fares  were  only  increased  by  the  amount 
of  the  tax  while  the  1st  and  2d  class  fares  were  more  than  doubled.  The 
result  of  fares  so  obviously  out  of  proportion  was  to  empty  the  higher 
classes.    Accordingly  in  December  last,  the  1st  and  2d  class  fares  were 
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reduced  by  one-third.  But  even  then,  the  1st  class  fare  was  four  times 
the  3d  class,  and  sLi.  times  the  4th  class.  Naturally  the  1st  class  was 
absolutely  emptj-,  being  used  by  seven  passengers  out  of  10,000,  while 
seven  passengers  out  of  100  traveled  2d  class.  A  good  deal  more  than 
half  the  passengers  travel  in  the  4th  class,  and  a  good  deal  more  than 
one-third  in  the  3d  class.  Seeing  that  a  3d  class  passenger  could  till  a 
few  weeks  ago  travel  30  kilometers,  and  a  4th  class  passenger  45,  for  one 
gold  mark  with  an  ordinary  ticket,  and  that  more  than  half  the  total 
number  of  passengers  in  fact  travel  with  season  tickets  issued  at  a  rate 
roughly  one-half  of  the  ordinary  rate — could  travel,  that  is,  respectively 
60  and  90  kilometers  for  one  mark  — it  is  not  surprising  to  find  it  admitted 
that  the  rates  for  passenger  traffic  have  been  quite  insufiicient  to  cover 
the  working  expenses.  At  length,  as  from  the  1st  of  March,  while  the  1st 
class  fares  have  been  fiu-ther  reduced  to  a  level  which  may  possibly  secure 
a  few  additional  1st  class  passengers,  the  3d  and  4th  class  fares  have 
been  increased  by  36  per  cent.  The  fares  of  the  fom-  classes  are  now 
9  pf.,  6  pf.,  4.5  pf.  and  3  pf.,  per  kilometer,  and  the  ratio  between  the 
classes  is  less  unreasonable  than  hitherto. 

We  can  hardh-  think  that  these  new  fares  wiU  be  undidy  burdensome 
to  the  German  public,  seeing  that  the  German  3d  class  fares  per  kilometer 
will  still  be  only  half  the  corresponding  fare  either  in  England  or  in  the 
United  States.  But  the  public  have  so  long  been  accustomed  to  be 
carried  at  non-commercial  rates  that  we  tliink  some  falling  oflF  of  traflBc 
is  to  be  expected,  at  least  at  the  outset.  We  have  accordingly  estimated 
that  a  36  per  cent,  increase  in  fare  will  only  produce  a  30  per  cent,  increase 
in  receipts. 

FuTtJHE  CoNTHOL— The  Ratlwat  Commissioxer 

It  is  evident  from  the  facts  and  figures  set  out  above,  that  the  German 
Government  has  since  the  war  rim  the  railways  in  a  manner  which  cannot 
be  defended.  On  the  receipts  side  it  has  failed  to  raise  the  revenue 
which  might  have  been  and  ought  to  have  been  raised.  On  the  expendi- 
ture side  it  has  spent  capital  not  merely  on  restoring  the  pre-war  situa- 
tion, but  on  betterments  of  all  kmds  which  under  the  existing  conditions 
cannot  be  justified.  The  railways  have  not  merely  been  restored  to 
their  pre-war  state  of  eflSciency,  but  have  been  brought  up  to  a  much 
higher  standard,  a  standard  which  to  the  best  of  our  knowledge  is  superior 
to  that  of  any  other  country.  We  are  given  to  understand  that  even 
mside  the  ^Ministry  itself  this  policy  has  been  severely  criticized.  The 
excuse  is  that  the  pressure  on  the  one  hand  of  the  great  manufacturers 
to  keep  their  works  gomg  and  to  avoid  a  wholesale  dismissal  of  employees, 
which  might  lead  to  revolts  or  even  revolution,  was  too  strong  to  be 
resisted;  whUe  on  the  other  side,  the  povertv  of  the  mass  of  the  pop- 
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ulation  was  so  great  that  the  Government  was  compelled  to  maintam 
railway  rates  at  a  low  level.  Whatever  may  have  been  the  reason,  there 
can  be  no  doubt  of  the  facts. 

Our  own  view  is  that,  while  the  reasons  above  had  considerable  weight, 
the  action  taken  was  by  no  means  wholly  due  to  external  pressure.  The 
officials  in  the  tariff  section  of  the  Ministry  were,  as  we  have  repeatedly 
said,  only  too  ready  to  subordinate  railway  interests  to  non-railway 
circumstances.  And  the  executive  officers,  whether  charged  with  engineer- 
ing or  traffic  management,  were  afflicted  with  what  it  is  not  too  strong 
to  describe  as  megalomania.  They  regarded  it  as  due  to  the  dignity 
of  the  German  Reich  that  buildings  should  be  magnificent,  that  railway 
plant  should  be  up  to  a  very  high  standard,  that  such  and  such  services 
should  be  given,  and  so  on.  They  had  never  been  taught  the  com- 
mercial necessity  of  cutting  their  coat  according  to  their  cloth. 

Now  the  mere  transference  of  the  railways  from  State  to  Company 
management  will  not  of  itself  alter  this  mental  attitude.  A  large  part 
of  the  Board  will  be  German;  the  General  Manager  will  be  German; 
and  his  responsible  officials  will  be  the  same  men  who  have  inspired 
and  carried  out  the  railway  policy  of  the  past.  We  think  it  therefore 
essential  that  a  Railway  Commissioner  should  be  appointed  by  and 
on  behalf  of  the  Allies  to  supervise  and,  if  it  should  hereafter  become 
necessary,  to  control  in  their  interest  the  German  management.  We 
will  therefore,  in  concluding  this  Report,  deal  with  what  in  our  opinion 
should  be  the  functions  of  the  Railway  Commissioner  and  the  organization 
of  his  staff. 

The  Railway  Commissioner 

The  Railway  Commissioner  must  be  a  person  who  is  acknowledged 
in  the  railway  world  as  being  in  the  first  rank.  It  must  be  left  for  him, 
when  appointed,  to  say  what  assistance  he  needs,  in  order  to  be  able  to 
assume  responsibility  for  control  of  all  branches  of  railway  management. 
It  will  be  his  duty  also  to  consider  how  far  it  is  necessary  to  have  local 
representatives  in  any  or  each  of  the  districts  into  which  the  German 
railway  system  may  hereafter  be  divided. 

We  assume  that  when  appointed  he  will  produce  to  the  Board  an 
outline  of  the  organization  and  the  staff  that  he  regards  as  necessarj', 
and  it  will  be  for  the  Board  to  approve  his  scheme.  He  must  have  the 
right  to  receive  of  course  all  Reports,  statistical  and  financial  returns, 
proposals  for  extra-routine  expenditure,  M'hether  on  capital  or  revenue 
account,  for  changes  in  tariffs  or  for  the  concession  of  exceptional  rates 
and  the  like,  when  they  are  of  such  importance  as  would  normally  require 
the  sanction  of  the  General  Manager.  He  must  also  have  the  right  to 
call  for  any  further  Reports,  returns  and  statistics,  as  he  may  think 
necessary,  in  order  to  enable  him  to  form  an  independent  judgment. 
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Being  in  possession  of  full  and  up-to-date  information  as  to  everything 
that  is  happening  or  is  proposed,  his  fh-st  duty  wiU  be  to  decide  whether 
to  approve  or  disapprove.  If  he  disapproves,  or  even  hesitates  to  approve, 
he  will  discuss  the  matter  with  the  General  Manager.  He  may  be  of 
opinion  that  things  are  going  wrong,  or  that  a  course  of  action  inconsist- 
ent with  the  railways  being  able  to  earn  a  financial  return  is  likely  to  be 
adopted.  In  such  a  case  it  will  be  his  duty,  if  he  fails  to  induce  the 
General  Manager  to  modify  bis  policy,  to  bring  the  matter  to  the  attention 
of  the  Board  in  order  that  they  may  be  in  a  position  to  take  such  action 
as  they  think  fit.  It  is  to  be  hoped  that,  if  the  right  man  b  appointed 
to  the  post,  he  will  be  able  to  work  in  entire  harmony  with  the  General 
Manager;  and  that  the  General  Manager,  so  far  from  resenting  his  in- 
terference, will  welcome  his  support  in  puttmg  a  stop  on  the  one  hand  to 
unnecessary  expenditure,  and  in  enforcing  on  tlie  other  hand  the  establLsh- 
ment  and  the  maintenance  of  tariffs  proper  and  adequate  to  secure  for 
the  railways  as  much  net  revenue  as  can  reasonably  be  obtained  without 
unduly  hampering  the  trade  of  the  countrj". 

A  second  function  of  the  Commissioner  will  naturally  be  to  make  for 
the  foreign  members  of  the  Board  reports  on  any  points  wliich  they  may 
regard  as  of  serious  importance.  We  may  suggest  the  reasonableness 
of  the  greatly  reduced  German  export  tariffs  as  a  sample  of  this  class 
of  question.  It  is  clear  that  the  Allied  Nations  have  a  right  to  claim 
that  the  net  revenue  of  the  German  railways  should  not  be  reduced  in 
order  to  gi%-e  to  German  manufactures  an  unreasonable  advantage  in 
overseas  markets. 

It  does  not  seem  necessary  to  discuss  in  detail  what  would  be  the 
position  of  the  Commissioner  if  the  German  railways  failed  to  yield  the 
net  revenue  fixed  as  reasonable  for  reparation  purposes.  We  assume 
that,  broadly  speaking,  in  this  case  the  Commissioner  General  will  take 
over  the  functions  of  the  General  Manager,  and  that,  in  lieu  of  discuss- 
ing with  the  General  Manager  or  recommending  to  the  Board  of  Directors, 
he  would  be  empowered  to  issue  positive  orders,  whether  for  stopping 
exjienditure  which  he  considered  unjustifiable  or  for  an  increase  which  he 
considered  reasonable  in  existing  tariffs.  It  is  evident  that  it  would  be 
necessary  to  require  the  German  Government  to  agree  in  advance  that, 
if  payment  on  the  agreed  scale  failed  to  be  reached  or  even  if  there  was 
serious  danger  that  this  failure  would  occur  in  the  immediate  future, 
the  Commissioner,  as  the  representative  of  the  Allies,  should  be  entitled 
to  enter  into  full  control. 

(Signed)    W.  M.  Acworth. 
G.  Lever\'e. 
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ANNEX  NO.  4  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

CONCESSION  OF  THE  WORKING  OF  THE  GERMAN  RAILWAYS  TO  A 

COMPANY 

Concession  of  the  Working  of  the  Railways 

The  working  of  the  German  railways  shall  be  legally  transferred  to  a 
company  by  a  fixed  date.  The  law  will  ratify  the  contract  to  be  entered 
into  between  the  German  Government  and  the  company  to  which  the 
concession  is  made.  The  contract  will  provide  that  no  change  can  be  made 
in  the  conditions  of  the  concession  without  the  consent  of  the  company 
and  the  trustee  for  the  bondholders  referred  to  below. 

The  law  will  further  provide  that  the  company  shall  have  a  monopoly 
of  all  railway  extension  in  Germany. 

The  charter  of  the  company  will  be  annexed  to  and  approved  by  this 
law.  Before  being  submitted  to  the  German  Parliament  the  law  will  have 
to  be  approved  by  the  Reparation  Commission. 

The  conditions  under  which  the  working  of  the  German  railway  system 
will  be  transferred  to  the  Company  by  this  law,  shall  be  as  set  forth  below. 

The  Company  will  be  of  German  nationality. 

The  Company  shall  be  responsible  for  the  working,  upkeep  and  normal 
development  of  the  railways,  including  rolling  stock  and  equipment,  and 
will  be  entitled,  subject  to  the  provisions  hereinafter  contained  as  to  the 
powers  of  the  German  Government  and  the  Railway  Commissioner,  to 
conduct  its  business  in  such  manner  as  the  company  may  think  proper. 

The  German  Government  shall  have  such  control  over  the  tariffs  and 
service  of  the  railways  as  may  be  necessary  to  prevent  discrimination  and 
to  protect  the  public,  but  such  control  shall  never  be  exercised  so  as  to 
impair  the  ability  of  the  railroad  Company  to  earn  a  fair  and  reasonable 
return  on  its  capital  value,  including  adequate  provision  for  its  bonds  and 
preferred  shares,  a  return  on  its  ordinary  shares  and  adequate  reserves  for 
all  purposes  including  amortization  of  capital.  The  plan  to  accomplish 
the  foregoing  shall  be  worked  out  by  the  Organization  Committee  herein- 
after referred  to. 

The  Company  shall  as  from  the  commencement  of  the  concession  be 
entitled  to  charge  the  tariffs  then  in  force.  Thereafter  the  Company  shall 
be  entitled  to  vary  the  tariffs  or  any  of  them  from  time  to  time,  subject  to 
the  provisions  of  Articles  365  and  378  of  the  Treaty  of  Versailles. 

It  shall  be  the  duty  of  the  Organization  Committee  to  settle  the  manner 
in  which,  subject  always  to  the  preceding  provision,  the  control  of  the 
German  Goverrunent  over  the  service  and  the  tariffs  shall  be  exercised. 

The  term  of  the  concession  shall  be  at  least  of  sufficient  length  to  allow 
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of  the  amortization  of  the  bonds  according  to  the  provisions  hereinafter 
contained.  On  the  expiration  of  the  concession,  the  company  shall  retmn 
to  the  German  Government  free  from  all  charge,  the  whole  of  the  railway 
undertaking,  including  all  rolling  stock  and  equipment,  in  thoroughly 
good  and  complete  working  order. 

As  the  consent  of  the  German  States  is  necessary  under  the  German 
Law  of  1920  for  any  alienation  of  or  charge  upon  the  German  railways, 
the  German  Government  shall  make  in  this  respect  all  necessary  arrange- 
ments with  the  States  concerned.  These  arrangements  shall  be  ratified  by 
the  law  granting  the  concession. 

This  law  shall  confer  upon  the  Company  the  right  to  mortgage  any 
property  belonging  to  the  railways. 

It  shall  also  contain  an  imdertaking  that  neither  the  Reich  nor  the 
States  nor  any  pubhc  authority  shall  impose  on  the  Railway  Company 
any  new  direct  tax,  whether  upon  receipts  either  gross  or  net,  or  upon 
movable  or  immovable  property  or  in  respect  of  the  employees  of  the 
company  or  otherwise  howsoever. 

The  Railway  Company 

Akticlb  I 

Capital  of  the  Company 

The  total  capital  which  will  be  created,  added  to  the  first  mortgage 
bonds  for  eleven  (11)  miUiard  marks  gold  referred  to  below,  will  correspond 
to  the  capital  cost  of  the  German  railway  system  (26  milliard  marks 
gold). 

Preference  shares  will  be  created  to  the  amount  of  2  milliard  gold  marks, 
bearing  a  fixed  rate  of  di\-idend  and  entitled  to  participation  in  the  profits 
of  the  railways,  after  payment  of  the  annual  pajTnents  mentioned  below. 
This  dividend  and  this  participation  as  also  the  terms  on  which  the  Ger- 
man Government  may  pay  off  or  repiu-chase  these  shares,  will  be  fixed  by 
agreement  between  the  German  Government  and  the  Organization  Com- 
mittee described  below. 

These  preference  shares  will  be  sold  by  the  Company  for  the  profit  of 
the  German  Government  and  of  the  Company  itself,  one-foiu-th  (J^)  of 
the  sum  thus  obtained  will  be  the  property  of  the  German  Government  and 
three-fourths  (^)  the  property  of  the  Company.  The  sales  of  shares  will 
be  made  under  such  conditions  that  the  German  Government  will  receive 
the  whole  sum  due  to  it  within  two  years.  If  the  German  Government  so 
requires,  the  proceeds  of  the  first  sale  of  shares  may  be  reserved  for  its  use. 

The  balance  of  the  capital  cost  of  the  German  railway  system  (viz.,  13 
milliard  gold  marks)  will  be  represented  by  ordinary  shares,  to  be  owned 
by  the  German  Government  and  to  be  kept  or  sold  by  it  as  it  prefers. 


460 


WOKLD  PEACE  FOUNDATION 


Article  II 
Administration  and  Management 

The  Company  will  be  administered  by  a  Board  of  Directors  of  at  least 
eighteen  (18)  members,  who  shall  all  be  busmess  men  of  experience  or  rail- 
way experts.  Half  (J/^)  of  these  will  be  appointed  by  the  German  Govern- 
ment and  half  by  the  Trustee  referred  to  below. 

As  soon  as  preference  shares  are  issued  to  the  public,  the  holders  of 
these  shares  shall  be  entitled  to  elect  four  members  of  the  Board  in  place 
of  four  members  appointed  by  the  German  Government. 

The  Organization  Committee  will  also  fix  the  duration  of  the  term  of 
office  of  the  Directors  of  each  class. 

Of  the  nme  (9)  members  of  the  Board  of  Directors  appointed  by  the 
Trustee,  five  (5)  may  be  German  nationals. 

The  Chairman  of  the  Board  wQl  be  elected  for  one  year  by  a  three- 
fourths  {%)  majority  of  the  members  of  the  Board  and  will  be  eligible  for 
re-election  as  long  as  he  possesses  the  necessary  qualifications. 

As  soon  as  the  preference  shareholders  shall  elect  directors,  the  Chair- 
man shall  be  chosen  from  the  Directors  so  elected. 

He  will  in  addition  to  his  vote  as  a  member  of  the  Board,  have  a  second 
or  casting  vote. 

The  General  Manager  of  the  Company  shall  be  of  German  nationality. 

He  will  not  be  eligible  for  a  seat  on  the  Board.  He  will  be  appointed  by 
a  three-fourths  (%)  majority  vote  of  the  Board. 

He  may  be  removed  by  the  same  majority.  If,  however,  his  removal  is 
requested  by  the  Commissioner  (provided  for  in  Article  III  below)  on 
account  of  violation  of  the  Charter  of  the  Company  or  of  failure  to  complj' 
with  the  instructions  of  the  Board  of  Directors,  he  may  be  removed  by  a 
simple  majority  vote  of  the  Board. 

Whatever  decisions  may  be  taken  with  regard  to  the  operation  of  the 
railways,  it  must  be  understood  that  any  breaking  up  of  the  working  of 
the  sj'stem  into  local  divisions  must  not  in  any  event  affect  the  financial 
and  tariff  unity  of  the  undertaking. 

Article  IH 
Commissioner 

The  Railway  Commissioner  shall  be  a  person  accepted  in  the  railway 
world  as  being  in  the  front  rank. 

He  shall  be  appointed  by  a  majority  vote  of  the  foreign  members  of 
the  Board  of  Directors. 

He  shall  not  be  a  member  of  the  Board. 
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He  will  have  an  adequate  staff  of  experts  in  railway  matters  and  in 
accountancy. 

The  Commissioner  will  have  a  general  right  of  inspection  over  the 
whole  railway  system  and  all  the  railviay  installations  and  subdivisions, 
either  in  person  or  by  deputy. 

He  shall  also  be  entitled  to  receive  aU  reports,  statistical  and  financial 
returns,  proposals  for  extra-routine  expenditure  whether  on  "capital" 
or  "revenue"  account,  for  changes  in  tariffs  or  for  the  concession  of 
exceptional  rates,  and  the  like,  which  are  of  such  a  nature  as  would  nor- 
mally require  tlie  sanction  of  the  General  ilanager. 

The  Railway  Commissioner  will  further  be  entitled  to  call  for  any 
other  reports,  returns,  or  statistics  which  he  may  consider  necessary  in 
order  to  enable  him  to  form  an  independent  opinion.  All  this  information 
shall  be  furnished  promptly,  fully,  and  accurately  at  his  request.  If  any 
measure  in  connection  with  construction,  operation  or  tariffs  tends  sub- 
stantially to  menace  the  rights  or  interests  of  the  bondholders  or  of  the 
Reparation  Commission,  as  defined  below,  and  in  particular  to  endanger 
the  payment  at  the  due  dates,  referred  to  in  Article  V  below,  he  shall 
discuss  the  question  with  the  General  Manager.  If  he  cannot  persuade 
the  latter  to  change  his  line  of  conduct,  he  must  lay  the  question  before 
the  Managing  Board,  in  order  that  it  may  take  any  measures  it  may  deem 
necessary. 

If  the  service  of  the  bonds  hereinafter  mentioned  is  in  jeopardy,  the 
Commissioner  shall  have  regard  to  the  provisions  for  the  security  of  the 
bondholders  hereinafter  contained. 

The  expenses  of  the  Railway  Commissioner  and  his  staff  shall  be  an 
operating  charge  upon  the  receipts  of  the  railways. 

Article  IV 

Bon<h 

The  Company  shall  forthwith,  after  its  creation,  issue  without  paj-ment 
and  for  the  purpose  of  reparation,  to  a  Trustee  appointed  by  the  Repara- 
tion Commission,  first  mortgage  bonds  to  a  nominal  amount  of  1 1  miUiard 
gold  marks  carrying  interest  at  3  per  cent,  per  annum  for  the  first  finan- 
cial year  of  the  Company,  at  4  per  cent,  plus  a  bonus  of  25  millions  for 
the  second,  5  per  cent,  for  the  third  and  subsequent  years,  and  to  be 
amortized  by  a  sinking  fimd  as  hereinafter  provided. 

Payment  of  these  bonds  shall  be  guaranteed  by  the  German  Govern- 
ment and  they  shall  be  signed  both  on  behalf  of  the  Company  and  by  the 
Finance  Minister  acting  on  behalf  of  the  German  Government. 

These  bonds  shall  be  secured  by  a  first  registered  mortgage  or  charge 
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on  the  corpus  and  revenues  of  aU  immovable  property  used  by  or  belong- 
ing to  the  Company,  present  or  future,  and  by  a  first  floating  charge  on 
aJi  Its  fixed  and  movable  plant,  rollhig  stock  and  aU  instaUations.  The 
Company  shall  be  authorized  by  the  concession  to  create  this  mortgage 
and  charge,  the  duration  of  which  shaU  not  be  limited  to  the  period  of 
the  concession. 

This  mortgage  and  this  first  floating  charge  shall  be  expressed  to  be  m 
favor  of  the  Trustee  to  be  appointed  by  the  Reparation  Commission, 
provided  always  that  the  Company  and  the  German  Government  shall 
be  entitled  at  any  time,  with  the  consent  of  the  Trustee,  to  sell  or  dispose 
of  any  particular  property  used  by  the  Railway  Company  which  may 
be  considered  to  be  no  longer  needed  by  the  latter,  upon  such  terms  as 
to  the  application  of  the  proceeds  of  the  sale  as  may  be  agreed  upon  by 
the  Trustee. 

The  service  of  the  bonds  shall  be  assured  by  the  following  payments 
which  shall  be  made  to  the  Trustee  from  the  gross  receipts  of  the  Com- 
pany and  before  the  ascertainment  of  any  net  profits;  that  is  to  say: 

MiUion 
gold  marks 

(a)  for  the  first  financial  year  of  the  Company     .  .   .  350 

(b)  for  the  second  financial  year  465 

(c)  for  the  third  financial  year  550 

(d)  for  the  fourth  and  subsequent  financial  years  .  .  .  660 

If  in  any  year  the  German  railways  fail  to  realize  receipts  sufficient 
to  allow  of  the  payments  above-mentioned  (it  being  understood  that 
the  Company  may  draw  upon  whatever  reserves  may  be  available  for 
this  purpose  until  such  reserves  are  exhausted),  the  Railway  Commissioner 
shall  have  the  right  to  take  such  action  as  the  Trustee  for  the  bondholders 
may  consider  is  necessary  to  protect  the  rights  of  the  bondholders,  in- 
cluding the  right  to  operate,  to  lease,  or  to  sell  aU  or  any  of  the  railways 
and  property  subject  to  the  mortgage  or  charge  of  the  bonds. 

From  and  after  the  end  of  the  fourth  year  from  the  date  of  the  forma- 
tion of  the  Company,  the  bonds  shall  be  amortized,  under  the  conditions 
to  be  determined  by  the  Trustee  with  the  approval  of  the  Reparation 
Commission,  by  the  appUcation  in  each  year  of  such  part  of  the  annual 
payments  above-mentioned  as  shall  not  be  required  for  the  interest  on 
the  bonds. 

The  German  Government  and  the  Company  shall  also  be  entitled  at 
any  time  to  pay  to  the  Trustee  sums  additional  to  the  above  payments 
with  the  authorization  of  the  Reparation  Commission  which  shall  ascertain 
from  the  Transfer  Committee  that  the  transfer  of  these  additional  funds 
does  not  disturb  the  transfer  of  the  annual  payments.   Any  sums  so  paid 
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shall  be  applied  first  to  the  discharge  of  any  interest  in  arrear  and  next 
upon  six  months'  public  notice  in  redeeming  at  par  all  or  any  part  of  the 
bonds  for  the  time  being  outstanding. 

The  Reparation  Commission  shall  be  entitled,  with  a  view  to  the  mobi- 
lization of  the  bonds,  to  divide  the  same  in  any  manner  which  it  may 
think  expedient  into  different  classes  with  different  rights — as  to  priority 
of  charge,  rate  of  interest,  repayment  of  capital  and  otherwise — against 
the  annual  payments  to  be  made  by  the  Company,  and  to  issue  to  the 
public  upon  such  terms  and  generally  in  such  manner  as  the  Commission 
may  think  proper,  bonds,  debentures,  debenture  stock,  certificates  of 
indebtedness  or  other  securities  of  any  nature  secured  upon  the  whole  or 
any  part  of  the  bonds. 

The  Company  shall  not  be  able  to  issue  other  bonds  than  those  referred 
to  above  without  the  authorization  of  a  three-fourths  majority  of  the 
members  of  the  Board,  of  which  majority  two  must  be  foreigners. 

Ail  payments  of  interest  and  capital  in  respect  of  the  bonds  shall  be 
free  from  all  German  taxation  except  in  so  far  as  the  persons  entitled 
thereto  may  be  liable  under  German  law  to  the  payment  of  German 
direct  taxation. 

Subject  as  herein  provided  the  form  of  the  said  bonds  and  all  pro- 
visions as  to  the  enforcement  and  repayment  thereof  including  drawings 
and  giving  time  for  payment  shall  be  settled  by  the  Trustee  with  the 
approval  of  the  Reparation  Commission. 

Abticle  V 
Enforcement  of  Government  Guarantees 

If  the  Company  shall  at  any  time  make  default  in  meeting  the  service 
of  the  bonds,  the  Trustee  may  in  lieu  of  or  in  addition  to  the  measures 
mentioned  in  the  last  preceding  Article  present  the  accrued  coupons 
or  any  bonds  due  for  repayment  to  the  Commissioner  of  Controlled 
Revenues  who  shall  pay  them  at  their  face  value  out  of  the  portion  of  the 
receipts  of  the  assigned  revenues  falling  to  the  share  of  the  German  Govern- 
ment. The  coupons  and  bonds  so  paid  shall  be  included  at  their  face  value 
in  the  repayments  made  by  the  Commissioner  of  Controlled  Revenues 
to  the  German  Government.  The  amounts  so  paid  may  only  be  repaid 
by  the  Company  to  the  Government  after  the  necessary  provision  has 
been  made  for  the  current  and  the  next  coupons  on  the  bonds  and  for  the 
fixed  dividend  for  the  current  year  on  the  preference  shares. 
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Article  VI 
Transportation  Tax 

The  Company  shall  on  behalf  of  the  Government  pay  to  the  Reparation 
Commission  the  proceeds  of  the  transportation  tax  as  at  present  levied, 
i.e.,  a  tax  of  7  per  cent,  on  the  gross  receipts  from  all  freight  traffic  other 
than  coal,  and  a  tax  of  10  per  cent,  to  16  per  cent,  accordmg  to  class, 
on  the  gross  receipts  from  all  passenger  traffic.  This  payment  shall 
be  made  during  the  first  and  each  of  the  following  years  of  the  concession 
and  until  the  conclusion  of  any  extension,  even  if  in  the  course  of  the 
concession  the  whole  of  the  bonds  have  been  paid  ofiP. 

The  rate  of  the  transportation  tax  shall  not  be  reduced  during  the 
whole  of  the  concession.  The  proceeds  of  the  tax  may  be  employed  by 
the  Trustee  to  secure  the  issue  of  a  special  series  of  bonds  for  3  miUiard 
gold  marks,  or  thereabouts. 

Article  VII 

Financial  Arrangements 

The  bank  account  shall  be  kept  at  the  new  Bank.  Payments  by  the 
Company  hereinbefore  prescribed  shall  be  paid  to  the  account  of  the 
Railway  Commissioner.  The  latter  shall  transfer  these  sums  to  the 
credit  of  the  agent  for  Reparation  payments. 

Article  VIII 
Anticipatory  Redemption  of  Bonds 

If  all  the  first  mortgage  bonds  should  be  redeemed  before  the  expiration 
of  the  term  of  the  concession  by  special  subsidy  by  the  German  Govern- 
ment to  the  Company,  the  Government  shall  be  entitled  to  require  that 
the  functions  of  the  Radway  Commissioner  hereinbefore  mentioned 
shall  come  to  an  end  and  that  the  foreign  directors  shall  be  replaced  bj' 
German  directors.  In  default  of  other  arrangements,  the  transportation 
tax  shall  continue  to  be  paid  to  the  Reparation  Commission. 

The  German  Government  shall  in  that  case  also  have  the  right  to 
purchase  or  repurchase  the  preference  shares  at  par,  plus  dividend  and 
arrears  of  dividend  if  accrued. 

Article  IX 

Organization  Committee 

A  temporary  committee  with  the  title  of  the  "Organization  Com- 
mittee of  the  German  Railway  Company"  shall  be  constituted  in  order 
to  work  out,  subject  to  the  foregoing  provisions,  the  details  necessary 
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for  the  creation  of  the  German  railway  company  and  the  execution  of 
this  plan.  The  Committee  shall  consist  of  two  delegates  appointed  by 
the  German  Minister  of  Railways,  the  railway  specialists,  Sir  William 
Acworth  and  M.  Leverve,  who  are  familiar  with  the  discussions  which 
have  led  to  the  adoption  of  this  scheme,  or  a  nominee  or  nominees  to  be 
appointed  by  them  jointly  together  with  a  fifth  member  of  neutral  na- 
tionality to  be  chosen  by  the  four  thus  appointed  or,  in  default  of  such 
choice,  to  be  appointed  by  the  Reparation  Commission. 

This  Organization  Committee  will  come  to  an  end  as  soon  as  may  be 
after  the  Railway  Companj'  has  been  constituted,  the  Railway  Com- 
missioner appointed  and  this  plan  has  been  put  into  operation.  The 
e.^enses  of  the  Committee  and  of  their  staff  shall  be  an  operating  charge 
upon  the  receipts  of  the  German  railways. 

Article  X 
Arbitration 

The  law  to  be  enacted  by  the  German  Parliament  shall  provide  that 
so  long  as  the  functions  of  the  Railway  Commissioner  hereinbefore  men- 
tioned shall  not  have  come  to  an  end,  if  any  dispute  or  difiference  should 
arise  between  the  Reparation  Commission  or  any  Government  represented 
thereon,  on  the  one  side,  and  the  Company  and  the  German  Government, 
or  either  of  them,  on  the  other  side,  or  between  the  Company  and  the 
German  Government,  as  to  the  interpretation  of  any  pro\-ision  of  the 
said  law,  or  of  the  charter  of  the  Company,  or  of  this  plan,  or  as  to  any- 
thing to  be  done  under  any  of  them  respectively,  whether  m  respect  of 
the  capital  and  obligations  of  the  Company  or  of  its  external,  or  internal 
management,  or  otherwise  howsoever,  the  same  shall  be  referred  to  the 
decision  of  an  arbitrator  who,  if  the  German  Government  so  desires, 
shall  be  of  neutral  nationality  to  be  nominated  by  the  President  for  the 
time  being  of  the  Permanent  Court  of  International  Justice,  and  the 
decision  of  the  arbitrator  so  appointed  shall  be  final. 
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ANNEX  NO.  5  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

INDUSTRIAL  DEBENTURES 
Plan  for  Industrial  Debentures 

The  Amount  and  Form 

I.  The  German  Government  shall  provide  bonds  or  debentures  of 
industrial  concerns  to  a  total  nominal  value  of  five  (5)  milliards  of  gold 
marks,  bearing  five  per  cent.  (5%)  interest  and  one  per  cent.  (1%)  for 
sinking  fund  per  annum.  These  bonds  shall  be  the  individual  obligations 
of  the  several  concerns  and  shaU  be  secured  as  to  principal,  interest 
and  sinking  fund  payments  by  a  first  mortgage  on  the  plant  and  property 
of  the  respective  concerns  making  them. 

The  term  "industrial  concerns"  shall  include  not  only  manufacturing 
concerns,  but  navigation,  mining  and  any  other  similar  concerns  which 
the  Organization  Committee  maj'  indicate. 

Delivery  to  Trustee 

II.  The  mortgage  bonds  or  debentures  above  provided  for,  with 
suitable  coupons  covering  the  interest  payments,  shall  be  delivered 
by  the  German  Government  to  the  Trustee  to  be  appointed  by  the  Repara- 
tion Commission,  v/ho  will  hold  them,  collect  the  coupons  thereon,  paying 
the  proceeds  into  the  account  of  the  Agent  for  reparation  pajTnents, 
or  dispose  of  them  in  whole  or  in  part  from  time  to  time  imder  the  orders 
of  the  Reparation  Commission.  The  debtor  may  make  proposals  to  the 
Trustee  for  their  immediate  or  gradual  redemption,  and  the  Committee 
recommends  that  the  Trustee  be  empowered  to  give  preference  to  such 
proposals  of  redemption  and  especially  those  of  which  the  redemption 
would  be  efifected  by  the  use  of  foreign  currencies,  before  offering  such 
bonds  in  the  open  market  or  otherwise.  In  the  event  that  no  proposals 
of  a  satisfactory  plan  of  redemption  are  made  to  the  Trustee  by  any 
individual  maker  of  the  bonds  within  six  months  after  such  bonds  shall 
have  been  delivered  to  him  by  the  German  Government,  then  the  Trustee 
in  his  discretion,  but  with  due  regard  to  the  protection  of  the  credit 
of  the  debtor,  shall  be  free  to  dispose  of  the  same  in  such  manner  and  on 
such  terms  as  the  Reparation  Commission  may  authorize. 
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Guarantee  by  German  Government 

HI.  The  German  Government  shall  guarantee  the  principal,  interest 
and  sinking  fund  payments  on  such  bonds;  in  consequence,  in  case  of 
default  the  matured  coupons  can  be  presented  to  the  Commissioner  of 
Controlled  Revenues,  who  shall  purchase  them  at  their  nominal  value, 
by  means  of  the  funds  under  his  control  which  are  destined  to  be  paid 
over  to  the  German  Government.  The  Commissioner  will  include  the 
coupons  for  their  nominal  value  in  the  "reversements"  to  the  German 
Government,  which  will  have  recourse  against  the  defaulting  debtor. 

The  German  Government  might,  by  means  of  subsidies,  encourage 
the  repurchase  of  the  bonds  by  the  mortgagors  and  thus  free  itself  from 
its  guarantee. 

Tax-exemption  Provision 

IV.  The  said  bonds  and  mortgages  until  redeemed  shall  be  exempt 
from  taxation  in  Germany,  unless  they  shall  be  held  by  German  nationals, 
in  which  case  they  shall  be  taxed  like  other  similar  bonds  and  mortgages 
so  held  by  German  nationals  and  without  discrimination. 

Temporary  Organization  Committee 

V.  A  temporary  Organization  Committee  shall  be  formed  for  the 
purpose  of  taking  all  necessary  measures  within  the  scope  of  the  fore- 
going plan  and  for  fixing  the  details  of  organization.  This  Committee 
shall  mclude  a  representative  of  the  German  Government,  a  representative 
of  industry,  two  members  appointed  by  the  Reparation  Commission 
and  a  fifth  member  of  neutral  nationality  to  be  chosen  by  the  four  thus 
appointed,  or  in  default  of  such  choice  to  be  appointed  by  the  Reparation 
Commission. 

Powers  of  the  Organization  Committee 

yi.  (A)  The  Organization  Committee  shall  have  all  powers  to  work 
out  the  details  of  the  plan  in  such  form  as  may  be  fair  alike  to  the  German 
Government,  to  the  industrial  concerns,  and  to  the  Reparation  Com- 
mission bearmg  in  mind  that  it  is  the  purpose  and  intent  of  the  plan  to 
insure  for  reparations  account  the  paj-ment  of  the  5  milliards  of  gold 
marks  with  mterest  thereon  at  5  per  cent,  per  annum  and  a  sinking  fund 
of  not  less  than  1  per  cent,  thereon,  which  in  and  of  itself  will  determine 
the  maturity  of  the  bonds. 

(B)  The  Organization  Committee  shall  have  the  power  to  determine 
the  form  and  character  of  the  mortgages,  and,  in  case  the  concerns  are  too 
small  to  make  individual  mortgage  issues  practical  and  desirable,  the 
Committee  shall  have  power  to  devise  some  method  of  handling  them,  or 
may  waive  them  altogether,  provided  the  total  sum  of  5  mUliards  is 
maintamed. 
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ANNEX  NO.  6  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

The  Transfer  of  Reparation  Payments  from  German  Ctjrrenct 
INTO  Foreign  Currency  and  the  Use  of  Balances  Not 
Transferred 

Transfer  Committee 

I.  The  plan  provides  that  all  payments  for  the  account  of  reparations, 
however  derived,  are  to  be  first  made  in  the  form  of  deposits  in  the  bank, 
provided  for  in  the  plan,  to  the  credit  of  "The  Agent  for  Reparation  Pay- 
ments." The  withdrawals  from  this  deposit  shall  be  made  by  the  Agent 
for  Reparation  Payments  only,  under  the  direction  of  a  Committee  com- 
posed of  five  members  known  as  "The  Transfer  Committee." 

Composition  and  Selection  of  Members 

n.  The  Transfer  Committee  shall  be  composed  of  six  members;  the 
Agent  for  Reparation  Payments  shall  be  a  member  and  the  Chairman; 
the  other  five  members  shall  be  persons  qualified  to  deal  with  foreign 
exchange  questions.  They  shall  consist  of  an  American  member,  a  French 
member,  an  English  member,  an  Italian  member  and  a  Belgian  member. 
Each  of  them  shall  be  appointed  by  the  Reparation  Commission,  after  the 
member  of  the  General  Board  of  the  Bank  of  the  same  nationality  has  been 
consulted. 

Co-operation  of  the  Bank 

ILL.  The  Committee  will  be  in  contact  with  the  President  and  the 
Commissioner  of  the  Bank. 

Powers  of  the  Committee 
IV.    The  Committee  shall  have  power,  and  it  shall  be  its  duty: 

(a)  to  apply  such  bank  balances  for  payments  for  deliveries  in  kind  and 

payments  under  the  Reparation  Recovery  Act,  in  accordance 
with  the  program  established  periodically  by  the  Reparation 
Commission,  after  consultation  -svTith  the  Transfer  Committee  as 
to  the  character  and  amount  of  such  deliveries; 

(b)  to  convert  these  bank  balances  into  foreign  currencies  from  time  to 

time  and,  after  conversion,  to  remit  them  in  accordance  with  the 
instructions  of  the  Reparation  Commission. 

Both  the  foregoing  powers  (a)  and  (b)  to  be  exercised  to  the 
extent  to  which  in  the  judgment  of  the  Committee,  the  foreign 
exchange  market  will  permit,  without  threatening  the  stability  of 
the  German  currency. 
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(c)  to  invest  from  time  to  time  in  bonds  or  other  loans  in  Germany  such 
amomits  as  the  Committee  may  deem  wise.  The  Committee 
shall  proceed  to  make  these  investments  as  soon  as  the  amount 
of  the  credits  exceeds  the  sum  which  the  Bank  wLU  keep  on 
deposit.  On  the  other  hand,  the  Committee  may  sell  the  bonds 
which  it  has  acquired,  or  liquidate  the  loans  which  it  has  granted, 
whenever  in  its  opinion  the  sums  may  be  converted  into  foreign 
exchange,  or  the  Bank  can  accept  additional  deposits. 


Restriction  on  Purchase  by  the  Crediiors 

V.  The  goods  supplied  by  Germany  to  the  creditor  countries  imder 
paragraph  IV  (a)  above  and  paid  for  by  the  Bank  as  above  provided,  shall 
be  for  the  sole  use  of  the  countries  receiving  them  for  their  internal  require- 
ments, including  the  requirements  of  their  colonies  and  dependencies. 
The  goods  so  delivered  shall  not  be  exported  from  the  countrj'  receiving 
them,  except  by  agreement  between  the  Committee  acting  imanimously 
and  the  German  Government. 

YI.  In  addition  to  its  powers  under  paragraph  IV,  the  Committee  may 
on  the  instructions  of  the  Reparation  Commission  and  at  the  request  of 
the  creditor  States,  by  debiting  their  accounts,  transfer  marks  to  private 
individuals  for  the  purpose  of  making  purchases  in  Germany,  such  rein- 
vestment not  to  be  of  a  temporary  character,  and  such  property  being  of 
classes  contained  in  a  schedule  agreed  to  between  the  Committee  and  the 
German  Government,  and  modified  from  time  to  time  by  similar  agree- 
ment. In  arriving  at  such  agreement,  the  German  Government  shall  be 
required  to  have  due  regard  to  the  necessity  for  making  maximum  pay- 
ment to  its  creditors,  but  it  shall  also  be  entitled  to  have  regard  to  main- 
taining its  control  of  its  own  internal  economy. 


Co-operation  by  the  German  Government  and  the  Bank 

Vn.  The  German  Govenmient  and  the  Bank  shall  imdertake  to  facil- 
itate in  every  reasonable  way  within  their  power  the  work  of  the  Com- 
mittee in  making  transfers  of  funds,  mcluding  such  steps  as  will  aid  m  the 
control  of  foreign  exchange.  the  Committee  is  of  the  opinion  that 

the  Bank's  discount  rate  is  not  in  relation  to  the  necessitv  of  making 
important  transfers,  it  shall  inform  the  President  of  the  Bank. 


Attempts  to  Defeat  Transfer 
TQ.    In  the  event  of  concerted  financial  manoeuvers  either  by  the 
remment  or  by  any  group,  for  the  purpose  of  preventing  such  transfers. 
Committee  may  take  such  action  as  may  be  necessary  to  defeat  such 
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manoeuvers  and  in  such  circumstances  it  may  suspend  the  operation  of 
paragraph  X,  may  accumulate  the  funds  or  employ  them  in  the  purchase  of 
any  kmd  of  property  in  Germany. 

Tax-exemption  Provision 

IX.  The  German  Government  shall  not  tax  the  deposits  in  the  Bank 
or  goods  purchased  for  the  creditor  countries  pending  removal,  nor  any 
securities  or  loans  representing  investment  of  funds  pending  transfer,  nor 
any  property  purchased  under  the  provisions  of  the  paragraph  next  pre- 
cedmg.  This  exemption  does  not  apply  to  property  purchased  under  para- 
graph VI,  but,  on  the  other  hand,  there  should  be  no  tax  discrimination 
against  such  property. 

Provisions  for  Limitation  of  Accumulation 

X.  (a)  When  the  accumulation  of  funds  not  transferable  imder  the 
provisions  of  sub-divisions  b  and  c  of  paragraph  IV  shall  have  reached  the 
sum  of  five  (5)  milliard  gold  marks  (whether  represented  by  bank  deposits 
or  loans)  the  payment  for  Treaty  charges  provided  for  shall  be  reduced  to 
such  an  amount  as  will  cover  the  transfers  and  pajonents  provided  for 
imder  sub-divisions  h  and  c  of  paragraph  IV  without  additional  accumula- 
tion. Such  partial  suspense  of  Germany's  obligations  shall  be  operative 
only  during  the  period  that  the  conditions  of  transfer  necessitate,  and  the 
standards  of  paj'ment  laid  down  in  the  plan  shall  be  resumed  at  any  time 
when  they  can  operate  without  the  limits  of  accumulation  herein  laid 
down  being  exceeded. 

(6)  The  Committee  shall  have  power  to  suspend  accumulation  before 
reaching  five  (5)  milliard  gold  marks,  if  two-thirds  (%)  of  its  members  are 
of  the  opinion  that  such  accumulation  is  a  menace  to  the  fiscal  or  economic 
situation  in  Germany  or  to  the  interests  of  the  creditor  countries. 

(c)  The  Committee  shall,  by  a  two-thirds  (^)  majority,  have  power  to 
waive  the  limit  accumulations  under  the  conditions  provided  for  in  para- 
graph ^TII. 
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ANNEX  NO.  7  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

NOTE  ON  THE  CURRENCIES  CIRCULATING  IN  GERjVL\NY  ON  THE 

3l8T  JANUARY,  19241 


Chapter  I 
Paper  Mark  Currency 

A.  LEGAL  TENDER 

1.  Reickmarl-3. — Reichmarks  are  issued  by  the  Reiehsbank  under  a 
privilege  granted  to  it  by  the  Banking  Law  of  March  1875.  In  1913, 
tlie  circulation  of  paper  marks  amounted  to  2.1  milliards;  on  January 

31,  1924,  it  had  reached  tlie  figure  of  483.7  trillion  (English)  paper  marks 
representing  843.7  million  gold  marks  at  the  rate  of  1  gold  mark=l 
billion  paper  marks. 

2.  Notes  of  Private  Banks. — Banks,  which  at  the  time  of  the  promul- 
gation of  the  Law  of  March  14,  1875,  had  the  right  to  issue  notes,  have 
retained  this  privilege.   The  number  of  these  banks,  which  was  originally 

32,  has  decreased  progressively;  at  the  present  time  there  are  only  four 
private  banks,  namely : 

Bayerische  Banken, 
Sachsische  B.axk, 
Badische  Bank, 
wurtembergische  notenbank. 

The  total  circulation  of  notes  issued  by  these  four  institutions  amounted 
in  1913  to  140  million  gold  marks.  At  the  end  of  Januarj-,  1924,  it  repre- 
sented about  100,000  gold  marks. 

3.  Reicltskassensckeine.— These  currency  notes  were  issued  at  the 
time  of  the  formation  of  the  Reiclisbank  (1875)  m  order  to  make  it  possible 
to  place  the  fiduciary  circulation  on  a  sound  basis  by  means  of  the  with- 
drawal of  the  State  notes  then  in  circulation.  The  issue  was  orginally 
fixed  at  120  million  gold  marks,  corresponding  exactly  to  the  war  treasure 
(m  gold)  deposited  at  Spandau.  The  circulation,  which  reached  the  figure 
of  320  millions  in  1920  progressively  decreased  until  August,  1923,  when 
It  still  amounted  to  200  mUlion  gold  marks.  At  that  date  the  Reichs- 
kassenscheine  in  chculation  were  completely  withdrawn. 

4.  Darlekenskassenscheine.— (Bonds  issued  by  the  Darlehenskassen 
durmg  the  war.)    The  issue  reached  its  maximum  figure  in  October, 

r  English  text  of  this  document  the  English  system  of  enumeration  is 

followed  throughout. 
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1922  (14  mUhard  paper  marks);  these  bonds  ceased  to  figure  in  the  state- 
ments as  from  August,  1923,  when  the  circulation  amounted  to  only  11 
milliard  paper  marks,  corresponding  to  less  than  10,000  gold  marks. 


B.     AUXILIARY  INSTRUMENTS  OF  PAYMENT 

1.  Issue  oj  Secured  Notgeld.~The  issue  of  Notgeld  (emergency  currency) 
was  regulated  by  the  Law  of  July  17,  1922.  This  currency  was  issued 
with  a  view  to  supplementmg  that  issued  by  the  Reich,  the  Reichsbank 
and  the  private  banks  of  issue,  the  total  value  of  which  in  circulation  was 
constantly  decreasing  as  a  result  of  the  fall  of  the  mark.  The  previous 
authorization  of  the  Mmister  of  Finance  was  necessary.  The  Notgeld 
was  to  be  secured  by  a  deposit  m  fixed  values,  earmarked  in  favor  of  the 
Reich  Minister  of  Finance,  and  correspondmg  to  the  amount  placed  in 
circulation,  less  the  actual  or  estimated  expenses  of  issue.  This  asset 
was  to  remain  at  the  Reichskreditanstalt  at  Berlin,  which  would  allow 
interest  at  2  per  cent,  less  than  the  rate  of  discount  of  the  Reichsbank. 
The  cover  for  the  Notgeld  might  also  consist  of  three  months  Treasury 
Bonds;  but  in  this  case,  it  was  the  Reichsbank  which  would  issue  the 
Notgeld  and  accept  the  deposit  in  Treasury  Bonds  offered  as  guarantee. 

Authorization  to  issue  Notgeld  M^as  granted  to  public  and  private 
organizations  for  a  total  figure,  which  at  the  end  of  1923  amoxmted  to 
7.6  trillion  paper  marks,  corresponding  to  7.6  million  gold  marks. 
The  circulation  of  this  Notgeld  amounted  on  December  31,  1923,  to  3.4 
trillion  paper  marks,  that  is,  8.4-  million  gold  marks.  An  endeavor  has 
since  been  made  to  withdraw  the  Notgeld  from  circulation;  a  decree  of 
January  2, 1924,  prescribed  the  complete  withdrawal  in  certain  imoccupied 
territories.  On  January  31,  1924,  the  circulation  amounted  to  1.4  trillion 
paper  marks,  or  1.4-  million  gold  marks. 

2.  Issue  of  Unsecured  Notgeld. — Numerous  emergency  currencies  have 
been  issued  without  authorization  from  the  German  Government,  and 
without  the  formation  of  a  guarantee  deposit,  both  by  public  and  private 
organizations  and  even  by  private  individuals. 

The  amount  of  this  Notgeld  issued  without  authorization  or  guarantee 
and  in  circulation  at  the  end  of  January,  1924,  is  estimated  by  the  German 
Government  as  follows: 

Million 
gold  marks 

(a)  In  unoccupied  territory   27.6 

(6)  In  occupied  territory  132 

3.  Railway  Notgeld. — In  order  to  cover  the  working  deficit,  the  Reich 
railways  issued  114  trillion  paper  marks  during  1922  and  1923.  This 
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currency  was  secured  by  a  Reich  deposit  at  the  Reichsbank  of  90  million 
Rentenmarks.  At  the  end  of  January,  1924,  56  millions  were  still  in 
circulation. 

Chapter  11 

Instruments  of  Payment  in  Gold  or  at  a  Fixed  Value 

1.  Rentenmark. — The  Rentenbank  was  created  by  the  Decree  of  October 
15,  1923.    The  method  of  creation  and  operation  is  known. 

The  issue  of  notes  in  Rentenmarks  began  on  November  15,  1923. 

According  to  the  balance-sheet  of  the  Rentenbank  on  January  31, 
1923,  the  amount  issued  at  that  date  was  1,374  million  Rentenmarks. 

The  introduction  of  the  Rentenmark  has  stopped  the  issue  of  Xotgeld 
of  fixed  value. 

2.  Dollar  Treasury  Bonds  (DoUarsckaizaniceisungen) . — ^The  Law  of 
March  2,  1923,  authorized  the  issue  of  Dollar  Treasur.v  Bonds  for  a  total 
amount  of  50  million  dollars  (210  million  gold  marks).  These  bonds, 
issued  in  denominations  of  from  5  to  100  dollars,  do  not  bear  interest, 
but  are  redeemable  in  gold  at  120  per  cent,  on  April  15,  1926. 

These  Treasury  Bonds  have  been  fully  subscribed.  They  have  been 
used  in  Germany  as  a  means  of  payment. 

3.  Gold  Loan  {Wertbestdndige  Anleihe). — This  loan  authorized  by  the 
Law  of  August  14,  1923,  is  for  a  total  sum  of  500  million  gold  marks, 
which  has  been  fully  subscribed.  The  bonds  are  expressed  in  dollars. 
The  small  denominations  of  from  one-tenth  to  5  dollars  do  not  bear 
interest  and  are  redeemable  at  170  per  cent,  on  September  2,  1935.  Bonds 
for  10  dollars  or  more  bear  6  per  cent,  interest  and  are  redeemable  at 
par  on  the  same  date.  These  large  denominations  were  issued  first  for  a 
total  sum  of  164  million  gold  marks.  Subsequent  issues  of  large  denomina- 
tions raised  this  figure  to  204  million  gold  marks. 

In  October,  1923,  the  monetary  situation  having  become  intolerable 
on  account  of  the  fall  of  the  paper  mark,  and  wage-earners  having  insisted 
upon  being  paid  in  currency  of  fixed  value,  the  Reich  decided  (the  prep- 
arations for  the  issue  of  the  Rentenmark  not  being  sufficiently  advanced) 
to  issue  small  denominations  of  the  gold  loan. 

These  small  denominations  were  issued  up  to  a  total  amount  of  296 
million  gold  marks,  4  miUions  of  which  were  exchanged  against  Renten- 
marks in  January,  1924,  in  accordance  with  the  privilege  granted  to  the 
holders  in  this  respect. 

As  will  be  seen  later,  10  millions  of  this  gold  loan  have  been  assigned  as 
partial  security  for  the  Notgeld  of  a  fixed  value  issued  by  the  Railways. 

At  the  end  of  January,  1924,  therefore,  the  circulation  was  as  follows: 
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Million 

^  gold  marks 
Large  notes  jg^ 

Small  notes   ggg 


Total 


486 


4.  Notgeld  secured  hy  6  per  cent.  Treasury  Bonds  (6  per  cent.  Schatz- 
anweisungen). Since  the  small  gold  loan  certificates  proved  insufficient 
for  the  monetary  circulation,  the  provinces,  towns,  chambers  of  com- 
merce and  the  larger  mdustrial  undertakings  were  given  authoritj'  to 
create  emergency  currency  on  a  gold  mark  basis,  to  be  covered  by  gold 
loan  certificates  of  large  denominations.  Owing  to  the  scarcity  of  the 
latter,  the  authorities  issuing  Notgeld  were  given  permission  to  provide 
cover  in  the  form  of  6  per  cent.  Treasury  Bonds  expressed  in  dollars 
and  gold  marks,  specially  created  for  this  purpose  by  the  Decree  of  October 
20,  1923.  These  Bonds  fall  due  on  December  1,  1932,  and  are  redeemable 
at  par  in  German  currency  on  a  gold  basis. 

The  total  amount  of  Notgeld  thus  secured  (exclusive  of  the  Notgeld 
issued  by  the  railways  and  to  which  we  will  refer  later)  stood  at  110 
million  gold  marks  on  January  31,  1924. 

This  Notgeld  is  to  be  gradually  withdrawn  from  circulation  against 
redemption  in  loan  bonds  or  German  currency.  Redemption  was  to 
begin  on  January  15,  1924,  and  it  is  hoped  that  the  full  amount  will  have 
been  called  in  not  later  than  April  1,  1924. 

5.  Treasury  Bonds  and  Interim  Bonds  issued  by  the  States. — Certain 
States  issued  fixed  value  loans,  some  of  the  certificates  for  which  were 
of  such  small  denominations  that  they  still  serve  as  instruments  of  pay- 
ment. The  total  value  of  these  bonds  amounts  to  about  50  million  gold 
marks.  Attempts  are  being  made  to  recall  these  small  denominations 
by  converting  them  into  larger  denominations. 

{).  Certificates  issued  by  the  Banks  of  Hamburg  and  Schleswig-Holstein. — 
Two  banks,  the  Hamburger  Bank  von  1923  A.  G.  and  the  Schleswig- 
Holsteinische  Goldgirobank  A.  G.,  were  authorized  by  the  Reich  Minister 
of  Finance  to  deliver,  in  exchange  for  currencies,  "discount  certificates" 
{Verrechnungsscheine)  which  still  serve  as  instruments  of  payment.  It 
is  the  intention  of  the  German  Government  to  dispense  with  these  gold 
certificates  as  soon  as  a  gold  currency  has  been  reinstated.  The  Ham- 
burger Bank  issued  certificates  to  the  amount  of  25  million  gold  marks. 
No  particulars  are  available  regarding  the  amount  issued  by  the  Schleswig- 
Holsteinische  Goldgirobank,  but  the  figure  is  inconsiderable. 

7.  Notgeld  issued  by  the  Railways. — In  order  to  cover  their  deficit, 
the  German  railways  were  authorized  to  issue,  in  addition  to  the  paper 
mark  Notgeld  referred  to  above,  Notgeld  having  stable  value  to  the 
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amount  of  200  million  gold  marks.  Ten  millions  of  this  issue  were  secured 
by  gold  loan  bonds  as  explained  above,  the  remaining  190  milUons  being 
secured  by  6  per  cent.  Treasury  Bonds  as  already  stated.  The  Xotgeld 
issued  by  the  railways  amounted  to  131.9  millions  on  January  31,  1924. 
This  emergency  currency  is  to  be  withdrawn  from  circulation  by  means 
of  a  loan  to  be  issued  later  by  the  railways. 

Table  of  Instruments  on  Payment  in  Circulation  in  Germany  in 
January,  192i 

ApproximaU  value ' 
in  millions  of  gold 


I.  Instruments  of  payment  expressed  in  paper  marks:  marks 

1.  Reichsbank   notes   (as   per   return  dated 

31.1.24)   483.7 

2.  Notes  of  the  four  private  banks  of  issue  ...  0.1 

3.  Notgeld  issued  by  the  railways  and  secured 

by  a  deposit  of  90  million  Eentenmarks  at 

the  Reichsbank   56.0 

4.  Notgeld  issued  against  the  deposit  of  security 

in  currencies   1.4 

5.  Notgeld  issued  without  cover: 

a.  In  occupied  territory   132.0 

b.  In  unoccupied  territory   27.6 


Total  I   700.8 

11.  Instruments  of  payment  expressed  in  gold  or  having 
fixed  value: 

1.  Rentenmarks  (as  per  Rentenbank  return  of 

31.1.24)   1,374.0 

2.  Dollar   Treasiu-y    Bonds  (Dollarschatzan- 

weisungen,  Law  of  2d  March,  1923)  .   .   .  210.0 

3.  Gold  Loan  (Wertbestandige  Anleihe,  Law  of 

August  14,  1923)   486.0 

4.  Notgeld  secured  by  6  per  cent.  Treasury 

Bonds  (G  per  cent.  Schatzanweisungen, 

Law  of  20th  October,  1923)   110.0 

5.  Treasiu-y  Bonds  and  interim  bonds  issued  by 

the  States   50.0 


Carried  forward   2,230.0  700.8 


'Calculated  on  the  basis  of  1  G.M.=  1  billion  P.M. 


^'^^  WOELD  PEACE  FOUNDATION 

Approximate  value ' 
in  millions  of  gold 

tthCLTlcS 

Brought  forward  2^230.0  700.8 

6.  Certificates  issued  by  the  Banks  of  Hamburg 

and    Schleswig-Holstein  (Verrechnungs- 
scheme)   3^  ^ 

7.  Notgeld  issued  by  the  raUways  and  secured 

by  6  per  cent.  Treasury  Bonds  (10  millions 

of  which  are  secured  by  gold  loan)  ....  131.9 

 TTT  2,396.9 

III.  Dejiominational  currency  in  rentenpfennigs   158.0 

Grand  Total   3,^5  7 

^oie.— This  total  does  not  include  the  foreign  currencies  at  present 
m  Germany  which,  according  to  the  estimate  made  by  the  second  Com- 
mittee of  Experts,  would  amount  to  1,200  million  gold  marks,  a  figure 
which  has  been  confirmed  by  a  German  authoritative  source. 

*  Calculated  on  the  basis  of  1  G.M=1  billion  P.M. 
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ANNEX  NO.  9  TO  THE  REPORT  OF  THE  FIRST 
COMMITTEE  OF  EXPERTS 

COMPARATIVE  POSITION  OF  DIFFERENT  INCOMES  DRAWN  FROM 
DIVIDENT)S  IN  THE  YEARS  1920-21,  1923-24  AND  1924-25 

QUESTIOX   SuBiaTTED   TO   THE   GeHMAN   GoVEHNMENT   BY   THE  FiRST 

CoMinTTEE  OF  ExPERTS 

Assume  four  men  with  incomes  in  G.M. 

15,000 
100,000 
500,000 
1,000,000 

.    (a)  Whollj^  from  dividends  of  German  industrial  companies; 
(6)  One-half  from  German  and  one-half  from  foreign  companies. 

Wia.t  amount  of  income  tax  (or  its  substitutes)  plus  capital  tax  will 
be  payable  on  the  scales  for 

1920/1 
1923/4 

1924/5  respectively? 

Eeplt  of  the  German  Government 

For  the  following  reasons  it  is  impossible  to  make  reliable  estimates 
of  the  kind  desired : 

(1)  because  the  fiscal  burden  for  1920-21  cannot  be  calculated  owing 

to  the  influence  of  the  depreciation  of  the  currency; 

(2)  because  no  assessment  exists  for  1923  based  on  sliding  scale  rates 

for  that  year;  indeed  for  1923  prepayments  and  payments  of 
balance  were  collected  which  were  regidarly  calculated  on  a 
coefficient  of  the  1922  taxes  and  were  therefore  not  entirely 
immune  from  the  influence  of  the  depreciation  of  the  currency; 

(3)  because  no  income  tax  levied  on  a  sliding  scale  exists  so  far  for 

1924;  the  prepayments  for  1924  are  collected  more  according 
to  external  standards;  the  actual  income  for  1924  will  not  be 
assessed  until  1925,  when  it  will  be  based  upon  a  tariff  which 
will  be  determined  by  law  in  the  course  of  the  year  1924. 

Particulars  concerning  the  form  of  the  taxes  will  be  found  in  the  memo- 
randum transmitted  (see  for  1920-21,  the  English  text,  pages  81,  96; 
French  text,  pages  81,  97;  for  1923-24,  English  text,  pages  83-84,  96; 
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French  text,  pages  84,  97).  Reference  should  be  made  to  the  Statement 
concerning  the  Budget  estimates  of  the  Wages  Tax  and  the  prepayments 
on  the  Income  and  Corporation  Taxes  for  1924  transmitted  as  V  o  II 
1480,  of  February  16,  1924. 

It  should  further  be  pointed  out  that  income  from  dividends  to  the 
amount  mentioned  existed  in  Germany  before  the  war  to  a  limited  extent 
only  and  is  unlikely  to  be  foimd  after  1922,  owing  to  economic  develop- 
ments during  the  period  of  depreciation  of  the  currency. 

As  early  as  1920,  there  were  only  six  taxpayers  in  Germany  who  had 
an  income  from  investments  of  from  3  to  10  million  paper  marks,  that  is, 
from  200,000  to  667,000  gold  marks  and  66  with  an  income  from  invest- 
ments of  from  1  to  3  million  paper  marks,  that  is,  about  67,000  to  200,000 
gold  marks.  From  about  the  middle  of  1922  income  from  investments 
had  practically  disappeared. 

In  view  of  the  circumstances  mentioned  above,  any  estimates  are 
attended  with  exceptional  diflBculties.  An  attempt  is  made  below  to 
employ  available  bases  for  valuation  as  required  in  the  Questionnaire. 

The  estimates  given  in  the  enclosed  Table  showing  the  charge  on 
incomes  from  dividends  of  50,000,  100,000,  500,000  and  1  million  gold 
marks  fulfill  the  conditions  set  forth  in  the  Questionnaire: 

(a)  that  the  whole  income  is  drawn  from  dividends  of  German  industrial 
companies; 

(6)  that  half  the  income  is  drawn  from  German  and  half  from  foreign 
industrial  companies. 

It  was  necessary  in  drawing  up  this  table  to  include  in  the  calculation 
of  the  charges  on  income  derived  from  dividends  of  German  industrial 
companies,  the  taxes  which  had  to  be  paid  by  the  German  companies 
if  they  distributed  dividends  to  the  amoimts  in  question;  it  must  not 
be  forgotten  that  this  tax  is  deducted  before  the  distribution  of  the 
dividends.  In  converting  the  income  in  gold  into  paper  marks  and  the 
taxes  in  paper  marks  into  gold  marks,  the  rate  of  the  dollar  has  been  used 
as  the  basis.  This  was  possible  because  the  income  is  indicated  in  gold 
and  therefore  the  calculation  of  the  tax  at  the  dollar  rate  affords  a  basis 
for  comparison. 

In  making  the  calculation  the  following  assumptions  have  been  made: 
I.  For  1920-21. — The  dividend  has  been  paid  to  the  taxpayer  in 
1920.  The  tax  paid  by  the  company  has  first  been  deducted  from  the 
profits  which  the  company  made  in  1919  and  on  which  it  paid  the  tax 
in  1920.  A  further  prior  charge  consists  of  the  10  per  cent,  tax  on  rev- 
enue from  capital  which  was  deducted  from  the  German  dividends  of 
the  taxpayer  at  the  time  of  their  receipt  in  1920  and  which  he  paid  in 
1921  for  his  foreign  dividends.    From  the  remaining  revenue,  after 
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deduction  of  the  tax  on  revenue  from  capital,  the  taxpayer  has  paid 
his  income  tax  for  1920  according  to  schedule.  In  estimating  the  actual 
fiscal  burden,  account  has  been  taken  of  the  fact  that  the  income  was 
obtained  in  the  year  1920,  that  the  corporation  tax  and  the  tax  on  revenue 
from  capital  were  paid  at  the  time  of  receivmg  the  dividends,  that  is 
also  in  1920,  and  that  on  the  other  hand  the  tax  on  revenue  from  capital 
in  respect  of  foreign  dividends  and  the  income  tax  were  not  paid  until 
1921,  and  were  therefore  paid  in  a  depreciated  currency.  On  the  basis 
of  the  average  dollar  rate,  one  gold  mark  was  in  1920  equivalent  to  15 
paper  marks,  and  in  1921  to  24.9  paper  marks. 

Example  1. — Let  us  assume  the  income  from  dividends  in  German 
companies  in  1920  to  be  50,000  gold  marks  =  750,000  paper  marks.  Before 
distributing  750,000  paper  marks,  a  company  m  1920  had  to  pay  an 
average  tax  of  127,500  paper  marks.  The  750,000  paper  marks  due  to 
the  person  receiving  dividend  were,  upon  receipt,  reduced  by  10  per  cent., 
that  is  by  75,000  paper  marks.  In  1920,  therefore,  202,500  paper  marks 
were  paid  in  taxes  =  13,500  gold  marks.  From  the  remaining  675,000 
paper  marks  he  had  to  pay  the  sum  of  356,600  paper  marks  m  income 
tax=  14,321  gold  marks  in  1921.  The  total  charge  was  therefore  27,821 
gold  marks. 

Example  2. — Let  us  assume  the  income  from  dividends  in  German 
companies,  in  1920,  to  be  25,000  gold  marks  =  375,000  paper  marks  and 
from  foreign  companies  25,000  gold  marks,  making  a  total  of  50,000  gold 
marks  =  750,000  paper  marks.  Before  distributing  375,000  paper  marks, 
German  companies  had  in  1920  to  pay  an  average  tax  of  63,750  paper 
marks  =  4,250  gold  marks.  The  375,000  paper  marks  in  German  dividends 
due  to  the  recipient  were,  upon  receipt,  reduced  by  10  per  cent.,  that  is 
by  37,500  paper  marks  =  2,500  gold  marks. 

In  1920,  therefore,  6,750  gold  marks  were  paid  in  taxes.  In  1921  the 
person  drawing  dividends  had  in  the  first  place  to  pay  a  10  per  cent,  tax 
on  revenue  from  capital  on  the  375,000  paper  marks,  that  is  37,500  paper 
marks  =  1,506  gold  marks.  Furthermore,  after  deduction  of  the  tax  on 
revenue  from  capital,  he  had  to  pay  on  the  remaining  675,000  paper 
marks  an  income  tax  of  356,600  paper  marks  =  14,321  gold  marks.  In 
this  case  the  1921  taxes  thus  amount  to  15,827  gold  marks.  Including 
the  1920  taxes  the  total  charge  is  therefore  22,577  gold  marks. 

II.  For  1923-24.— It  is  assumed  that  the  dividends  for  1923  have  been 
distributed  to  the  shareholders.  In  the  total  prior  charge  the  tax  on 
fortimes  has  not  been  taken  into  account.  Only  the  corporation  tax 
which  under  the  Law  of  March  20,  1923,  on  the  Depreciation  of  Currency 
was  paid  by  the  company  for  the  business  year  1922,  which  year  was  taken 
as  the  basis  for  the  distribution  of  dividends,  has  been  indicated  as  the 
prior  charge.   On  the  basis  of  the  tariff  the  prior  charge  amounted  to  45 
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per  cent.  Owing  however  to  the  great  depreciation  of  currency  in  1923, 
the  gold  value  on  the  date  of  paj-nient  was  insignificant.  The  prior 
charge  has  been  indicated  therefore  at  only  3  per  cent.,  since  the  dollsir 
rate  at  the  time  of  the  payment  of  the  tax,  that  is  on  April  23,  amoimted 
to  29,200,  namely,  about  fifteen  times  the  average  dollar  rate  for  1922 
(1885.78).  In  many  cases,  owing  to  delay  in  closing  the  balance  sheet 
and  to  the  consequent  delay  in  paying  the  taxes,  the  prior  charge  was, 
as  a  result  of  the  rapid  depreciation  of  currency,  much  less  than  3  per 
cent.  In  tlie  case  of  the  person  receiving  dividends  the  tax  indicated  is 
that  which  he  had  to  pay  as  increased  prepayments  and  pajTuent  of 
balance  for  1923. 

Since  there  was  no  proper  assessment  for  income  tax  on  a  sliding  scale 
for  1923,  the  payments  of  balance  for  1923  have  been  determined  according 
to  the  taxpayer's  capacity  to  pay  on  the  basis  of  his  gold  mark  pajTnents 
in  1923,  and  in  certain  cases  on  the  basis  of  a  lavish  expenditure. 

If,  on  the  basis  of  the  material  at  its  disposal  the  Finance  Office  can 
assume  that  the  taxpayer  had  a  gold  mark  income  of  50,000  or  100,000 
marks,  a  charge  of  at  least  25  per  cent,  may  be  allowed  for. 

If  there  are  really  cases  of  still  higher  incomes,  a  charge  of  35  per  cent, 
on  500,000  gold  marks  and  of  40  per  cent,  on  1,000,000  gold  marks  will  be 
paid.  The  total  charge  therefore  amounts  to  28  per  cent,  in  the  case  of 
incomes  of  50,000  and  100,000  gold  marks  derived  from  dividends  paid  by 
German  companies;  if  half  of  the  income  is  derived  from  foreign  com- 
panies half  of  the  prior  charge  constituted  by  the  corporation  tax  does 
not  come  into  consideration  and  the  total  charge  therefore  amoxmts  to 
263-^  per  cent.  For  mcomes  of  500,000  gold  marks  the  total  charge  repre- 
sents 38  per  cent,  or  363^  per  cent.,  for  1,000,000  gold  marks  43  per  cent, 
or  413^  per  cent. 

m.  For  1924-25.— It  is  assumed  that  the  di%adend  for  1924  is  dis- 
tributed to  the  shareholders.  The  prior  charge  indicated  is  the  tax  which 
the  company  has  paid  as  corporation  tax  prepaj-ments  and  pajTuent  of 
balance  for  1923. 

The  example  of  50,000  gold  marks  has  been  calculated  as  follows: 
1  gold  mark  was  449  paper  marks  according  to  the  average  rates  of  ex- 
change of  the  dollar  for  1922.  50,000  gold  marks  therefore  equal  22,450,- 
000  paper  marks. 

First  prepaj-ment  (under  the  Currency  Depreciation  Law  of  March 
20,  1923)  20  per  cent.  =  4,490,000  paper  marks,  paid  on  May  25  (1  gold 
mark  =  12,190  paper  marks)  =  309  gold  marks. 

Second  prepaj-ment  (under  the  Law  for  Increases  of  July  9-August 
11,  1923),  600  times  10  per  cent.=  1,347  milhon  paper  marks,  paid  on 
August  25  (value  of  the  gold  mark=  1,120,000)  =  1,203  gold  marks. 

Payment  of  balance  on  January  10,  1924  (under  Article  1,  §  2,  of  the 
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frTol  r  ^'^^u^^T  ^^"'^"^  ^-^^  sold  marks  on  each  1,000  marks  of 
the  1922  fiscal  debt;  the  1922  fiscal  debt  in  respect  of  dividends  amounted 
to45  percent  of  the  sum  of  22,450,000  paper  marks  indicated  above, 
that  IS,  to  10,102,500  paper  marks.  Consequently  the  final  payment  of 
0^6  per  thousand  m  gold  =  6,061  gold  marks.  The  total  prior  charge 
therefore  amounts  to  7,633  gold  marks. 

In  the  case  of  the  person  receiving  the  dividend,  the  only  payments 
demanded  are  those  to  be  paid  as  income  tax  repayments  and  as  tax  on 
fortunes  m  1924.  10  per  cent,  only  is  first  deducted  at  the  source  from 
the  revenue  from  investments  as  income  tax  prepayment;  this  is  therefore 
5,000  gold  marks  on  50,000  gold  marks.  For  the  tax  on  fortunes  it  is 
assumed  that  the  dividends  paid  by  German  companies  average  1  per 
cent,  of  the  quoted  value;  even  this  computation  must,  however,  be  too 
high  for  a  great  many  German  companies  at  the  present  time. 

In  the  case  of  foreign  companies  it  is  assumed  that  the  dividends 
amount  to  5  per  cent,  of  the  quoted  value  of  the  share.  50,000  marks  in 
dividends  from  German  companies  therefore  represent  a  quoted  value 
of  5  million  marks. 

For  the  shareholders'  payments  in  respect  of  the  tax  on  fortunes  this 
is  valued  at  only  half  the  quoted  value,  that  is,  23^  million  marks,  since 
the  company  itself  has  to  pay  a  tax  on  fortunes  for  which  the  fortime  is 
assumed  to  be  at  least  the  total  quoted  value  of  the  shares. 

On  a  total  fortune  of  23^  million  marks  the  tax  on  fortunes  amounts 
to  17,500  marks.  The  provisional  charge  on  an  income  of  50,000  marks 
from  dividends  from  German  companies  is  therefore  as  follows: 

Gold  marks 

Tax  on  corporations   7,633 

Deduction  at  the  soiu-ce  from  revenue  from  invest- 
ments   5,000 

Tax  on  fortunes   17,500 

Total  '  30,133 

If  half  the  dividends  come  from  a  foreign  company,  the  charge  in 
respect  of  the  tax  on  capital  is  as  follows : 

25,000  marks  from  German  companies.  Quoted  value  23^ 
millions  (1  per  cent,  interest),  half  of  which  is  counted,  that  is, 
1,250,000  marks. 

25,000  marks  from  foreign  companies.  Quoted  value  500,000 
marks  (5  per  cent,  interest)  counted  in  full,  since  the  company 
does  not  pay  the  tax  on  fortunes  in  Germany, 
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The  quoted  value  used  for  the  tax  on  fortunes  is  therefore  1,750,000 
marks  and  the  sum  paid  in  respect  of  the  tax  11,375  marks. 

As  half  of  the  dividends  come  from  foreign  companies,  the  deduction 
at  the  source  on  half  the  revenue  from  investments  in  this  case  also  pro- 
\-isionally  does  not  come  into  consideration.  The  Finance  Office  is, 
however,  entitled  to  collect  prepajments  from  the  taxpayer  with  due 
consideration  to  his  requirements.  No  sum  is.  however,  included  in  the 
enclosed  table  on  this  accoimt;  for,  as  explained  above,  the  calculations 
for  19-24-25  constitute  only  provisional  tax  payments,  which  represent 
prepayments  on  the  definite  income  tax  for  19-24.  For  the  1924  income, 
the  taxpayer  will  still  be  assessed  at  the  beginning  of  19-25  and  he  will 
then  have  to  make  considerable  post-paj-ments,  which  are  correspondingly 
higher  in  the  case  of  income  from  foreign  dividends  from  which  no  deduc- 
tion at  the  source  has  been  made  in  Germany.  No  sum  could  be  included 
for  post-payments,  as  the  necessary  regulations  must  first  be  enacted  by 
law  diu-ing  the  course  of  1924  (in  particular  the  rates  of  taxation). 


Definitive  Charge 

Charge  in  respect  of 
corporation  tax  and  tax  on 
fortunes; 
nc  n-recurrent  charge  in 
respect  of  income  tax 
prepayments 
1924-25 

Income  in  Gold 
Marks 

Corporation  tax,  tax 
on  revenue  from 
capital,  income  tax 
1920-21 

Corporation  tax, 
income  tax 
1923-24 

50.0001 

27,821 

14,000 

30,133 

50.000= 

22,577 

13,250 

17,691 

100,000' 

57,586 

28,000 

60,266 

100.000' 

47,098 

2G.500 

37,133 

500,0001 

295,707 

190.000 

313,830 

500,000- 

243,267 

182,500 

194,415 

1,000,000  > 

593,357 

430,000 

627,660 

1,()00,000' 

488,477 

415,000 

388,830 

1  German  companies. 

"Half  from  German  and  half  from  foreign  companies. 


IV.   THE  McKENNA  REPORT 
REPORT  OF  THE  SECOND  CO]\IMITTEE  OF  EXPERTS 


Covering  Letter 

Dear  Mr.  Chairman, 

I  liave  the  honor  to  present  the  unanimous  Report  of  tlie  Committee 
appomted  by  the  Reparation  Commission  to  inquire  into  the  amount  of 
German  exported  capital  and  to  consider  the  means  of  bringing  it  back  to 
Germany. 

In  laying  before  you  the  result  of  our  labors  may  I  be  permitted  in  the 
name  of  the  Committee  to  express  the  hope  that  our  work  may  assist  in 
solvmg  the  problems  involved  in  the  execution  of  the  Treaty  of  Peace. 

I  remain, 

Yours  faithfully, 

.  (Signed)  R.  McKenna. 

The  Chairman,  Reparation  Commission. 


In  piu-suance  of  a  decision  of  the  Reparation  Commission  of  the  SOth 
November,  1923,  we  v.-ere  created  a  committee  to  consider  the  means  of 
estimating  the  amount  of  German  exported  capital  and  of  brmging  it  back 
to  Germany.  We  were  convened  in  Paris  on  the  21st  January,  1924,  and 
we  have  held  altogether  thirty-eight  meetings,  first  in  Paris,  then  in  Berlin, 
and  finally  again  in  Paris.  We  have  examined  numerous  witnesses  and 
have  availed  om-selves  of  the  services  of  trained  economists,  technical 
ad  visers  and  expert  accountants.  We  have  also  studied  the  published 
works  on  the  suljject  by  ^\  e)l-known  economists,  and  each  member  of  the 
Committee  has  furnished  reports  on  particular  problems. 

Our  estimates  relate  to  the  31st  December,  1923.  Later  events  may, 
of  course,  have  either  increased  or  decreased  the  amount  of  German  capital 
abroad. 

In  our  investigation  of  tlie  amount  of  capital  owned  by  Germans  in 
foreign  countries,  we  were  confronted  by  very  considerable  difficulties. 
Tliere  are  many  v/ays  by  which  Germans  can  acquire  capital  abroad,  but 
in  most  cases  no  precise  figures  can  be  given.  It  is  nearly  alwaj's  a  matter 
of  estimate,  and  the  utmost  we  could  hope  to  do  with  any  degree  of  cer- 
tainty was  to  laj^  down  limits  between  which  the  actual  amount  is  to  be 
found.  TJie  distance  which  divides  these  limits  marks  the  want  of  pre- 
cision of  the  material  at  our  disposal. 
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One  method  of  investigation,  to  institute  an  inquiry  through  bankers 
and  business  men  in  those  countries  in  which  German  capital  is  believed 
to  be  deposited  or  invested,  was  rejected  by  us  at  the  outset.  We  have 
availed  ourselves  of  all  information  of  a  public  or  official  character  sup- 
plied from  countries  outside  Germany,  but  we  were  of  opinion  that  it 
would  be  neither  proper  nor  useful  to  request  the  disclosure  of  specific 
transactions  which  in  general  would  have  been  entered  into  under  an 
impUed  condition  of  secrecy.  Moreover  we  felt  that  even  though  all 
obtainable  information  were  freely  given  to  us,  it  must  be  extremely 
defective,  as  much  German  capital  in  foreign  countries  is  certain  in  existing 
circumstances  to  be  hidden  in  various  ways  under  assumed  names. 

The  method  we  Irnve  adopted  is  altogether  different.  Our  first  step  was 
to  form  an  estimate  of  the  total  value  of  German  capital  abroad  at  the  out- 
break of  war. 

Next  we  considered  what  was  the  net  reduction  in  this  total  at  the  time 
of  the  Armistice.  We  took  into  account  on  one  side  the  balance  of  trade, 
advances  by  Germany  to  her  Allies,  loss  by  seizure  and  sequestration  of 
property  confirmed  by  the  Versailles  Treaty,  and  loss  through  deprecia- 
tion of  the  value  of  property  and  securities.  On  the  other  side  we  con- 
sidered the  sales  of  German  securities,  the  sales  of  gold,  the  accumulation  of 
interest,  and  finally  the  effect  on  the  trade  balance  of  the  imports  into 
Germany  from  occupied  territories.  These  imports  were  commodities 
either  requisitioned  without  payment,  or  paid  for,  in  tlie  case  of  Belgium 
and  Poland,  largely  by  marks  which  remained  in  the  country,  and,  in 
Roumania  and  occupied  France,  as  well  as  in  Belgium  and  Poland,  by 
local  currencies  which  the  German  Government  caused  to  be  printed  and 
issued  for  the  pm-pose. 

Finally,  starting  from  the  basis  of  the  remaining  pre-war  German 
assets,  we  examined  in  detail  the  various  means  by  which  Germans  can 
have  increased  or  diminished  their  capital  abroad  during  the  period  from 
the  Armistice  to  the  close  of  the  j'ear  1923.  The  reliability  of  our  final 
estimate  depends  upon  the  completeness  of  our  examination  of  the  differ- 
ent elements  which  make  up  the  total  of  German  foreign  acquisitions  and 
of  the  various  ways  in  which  such  acquisitions  may  have  been  expended. 

The  chief  method  by  which  Germans  have  acquired  foreign  assets  since 
tlie  Armistice  has  been  by  the  sale  of  mark  bank  balances.  Our  estimate 
of  the  total  sum  under  this  head  has  been  obtained  by  a  procedure  founded 
upon  the  principle  that  every  foreign  sale  by  a  German  of  a  mark  bank 
balance  creates  at  the  moment  of  sale  a  corresponding  holding  of  a  foreign 
bank  balance  in  Germany.  The  periodic  totals  of  foreign  balances  shown 
in  the  books  of  the  German  banks  were  disclosed  to  us;  and  with  the 
assistance  of  expert  accountants  we  liave  been  able  to  ascertain  the  net 
proceeds  expressed  in  gold  derived  from  the  sale  of  marks.  It  is  interesting 
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to  note  that  the  foreign  assets  acquired  in  this  way  amounted  to  between 
7  and  8  milliards  of  gold  marks,  the  whole  of  which  in  consequence  of  the 
final  devaluation  of  the  mark  was  lost  by  more  than  one  million  foreigners 
who  at  one  time  or  another  were  buyers  of  mark  credits. 

This  figure  is  one  of  the  credit  factors  in  estimating  the  final  total 

Other  principal  sources  of  German  foreign  assets  have  been  the  sale  of 
goods,  securities,  real  estate,  precious  metals  and  mark  banknotes;  interest 
accumulations,  tourist  expenditure  in  Germany,  German  holdings  in  ceded 
territories  in  Poland,  Danzig,  etc.,  foreign  money  expended  by  the  allied 
Armies  of  Occupation,  remittances  from  Germans  abroad,  earnings  of 
shipping,  railway  and  canal  freights  for  foreign  goods  in  transit  through 
Germany,  insurance  profits,  etc. 

On  the  other  hand,  German  foreign  assets  have  been  expended  on  the 
purchase  of  goods  imported,  cash  payments  to  the  AUies,  interest  paid  on 
German  securities  held  abroad,  German  tourist  expenditure,  etc. 

On  all  these  heads  of  receipt  and  expenditure,  the  German  statistical 
records  and  estimates,  official  data,  bankers'  and  business  reports,  and 
other  similar  evidence,  have  been  subjected  by  us  to  the  most  critical 
scrutiny,  and  their  reliability  has  been  tested  by  our  examination  of  wit- 
nesses and  inspection  of  original  sources  of  information.  Our  investi- 
gations and  the  evidence  obtained  led  us  to  discard  entirely  the  values  of 
German  imports  and  exports  as  stated  in  the  official  reports,  and  to  re- 
value all  commodities  on  the  basis  of  the  then  current  world  prices  with 
such  allowances  as  the  special  circumstances  of  German  trade  at  the  time 
may  have  rendered  necessary. 

After  a  close  examination  of  all  the  factors  which  make  up  the  total  sum 
we  are  of  opinion  that  German  capital  abroad  of  every  kind,  including 
capital  of  varying  degrees  of  liquidity  and  capital  invested  in  participa- 
tions in  foreign  companies  and  firms,  and  after  taking  into  account  all 
credit  and  debit  items,  was  at  the  end  of  the  year  1923  not  less  than  5.7 
milliard  gold  marks  and  not  more  than  7.8  milliard  gold  marks,  and  we 
think  that  the  middle  figure  of  6%  milliard  gold  marks  is  the  approximate 
total. 

We  draw  special  attention  to  the  foreign  currency  in  Germany  which, 
though  not  included  in  our  valuation  of  capital  held  abroad,  is  so  closely 
akin  to  a  foreign  asset  that  it  must  not  be  overlooked.  It  may  indeed  be 
said  that  this  currency,  the  total  of  which  we  estimate  at  not  less  than  1 
milliard  200  million  gold  marks,  is  a  German  holding  in  the  most  liquid 
form  for  conversion  into  foreign  assets. 

On  the  other  hand,  on  a  broad  view  of  German  financial  capacity,  the 
value  of  the  property  in  Germany  held  by  foreigners  should  not  be  left  out 
of  account.  The  annual  yield  from  this  property,  whether  in  the  form  of 
rent,  interest  or  dividends,  is  at  present  inconsiderable  and  may  at  any 
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time  become  subject  to  special  taxation,  particularly  in  the  case  of  rent  in 
respect  of  real  estate  purchased  at  the  low  prices  current  in  recent  years. 
We  estimate,  after  very  close  study  of  the  question,  that  the  real  estate 
and  securities  owned  in  Germany  by  foreigners  represent  a  value  of  from 
1  to  IH  ii>iUi'i''d  gold  marks. 

The  Committee  have  thought  it  desirable  to  give  in  an  aimex  to  this 
report  additional  information  in  respect  of  their  estimates  of  German 
assets  abroad  in  1914  as  well  as  of  the  principal  credit  and  debit  factors, 
both  during  and  smce  the  war,  that  have  gone  to  make  up  the  final  total 
of  German  capital  abroad. 

The  second  part  of  our  inquiry  was  to  investigate  the  means  of  bringing 
exported  capital  back  to  Germany. 

The  so-called  flight  of  capital  in  this  instance  was  in  the  main  the 
result  of  the  usual  factors.  It  arose  principally  from  the  failure  of  the 
Government  to  bring  its  budget  into  proper  relation,  and,  as  a  coroUarj- 
of  such  failure,  from  the  raising  of  large  loans  and  the  direct  issue  of 
paper  money.  Secondly,  it  was  due  to  the  action  of  speculators  and 
timid  investors  who  sold  their  marks  against  the  currency  of  other 
countries,  while  the  exporters  of  goods  retained  abroad  all  that  was 
possible  of  the  proceeds  of  their  sales.  In  the  particular  case  under 
inqmry,  however,  the  flight  of  capital  was  accentuated  by  the  attitude 
of  the  people  of  Germany  towards  payments  to  her  war  creditors,  and 
was  marked  by  new  and  ingenious  devices  and  schemes  for  evading 
restrictive  legislation  and  for  cloaking  the  real  ownership  of  foreign 
balances. 

The  failure  of  the  methods  employed,  both  old  and  new,  demonstrates 
the  final  ineffectiveness  of  restrictive  legislation  when  successful  evasion 
is  so  richly  rewarded.  Neither  legal  enactment  nor  severe  penalties 
resulted  in  disclosure  of  assets  abroad  or  hampered  the  flight  of  capital. 
We  feel  that  this  would  have  been  true  whether  the  Government  had  or 
had  not  used  its  best  endeavors  to  enforce  the  laws  and  regulations. 

In  our  opinion  the  only  way  to  prevent  the  exodus  of  capital  from 
Germany  and  to  encourage  its  return  is  to  eradicate  the  cause  of  the 
outward  movement.  Inflation  must  be  permanently  stopped.  If  the 
issue  of  currency  is  strictly  confined  within  the  true  limits  of  national 
requirements  on  a  stable  basis  of  value,  the  German  with  capital  abroad 
will  feel  assured  that  he  will  suffer  no  loss  in  bringing  it  home;  the  spec- 
ulator can  no  longer  look  for  a  profit  from  the  sale  of  marks.  ^^  e  have 
already  seen  in  the  case  of  Austria  how,  when  the  currency  is  fairly  stabi- 
lized, the  necessities  of  foreign  trade  tend  to  bring  back  existing  foreign 
balances.  Restrictive  legislation,  which  in  the  main  has  proved  futile 
in  preventing  the  export  of  capital,  becomes  superfluous  the  moment 
there  is  no  longer  any  inducement  to  evade  the  law.    It  is  indeed  to  be 
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feared  that  laws  purporting  to  compel  the  return  of  capital  would  have 
the  reverse  effect  to  that  which  might  be  wished. 

The  method  of  securmg  a  currency  in  Germany  capable  of  mamtaining 
a  sufficiently  stable  international  value  covers  the  whole  question  of 
budgetary  equilibrium  and  the  establishment  of  a  bank  of  issue  on  a 
sound  basis.  These  matters,  which  fall  outside  the  scope  of  our  mquiry 
have  been  referred  by  the  Reparation  Commission  to  another  Com- 
mittee whose  conclusions  we  have  the  advantage  of  knowmg.  If  effect 
is  given  to  their  recommendations,  we  think  that  a  considerable  part 
of  the  German  assets  now  in  foreign  countries  will  return  in  the  ordinary 
course  of  trade. 

While  we  are  of  opinion  that  special  legislation  to  prevent  the  export 
of  capital  or  compel  its  return  is  not  required  when  a  country's  finance 
is  on  a  stable  basis,  we  recognize  that  in  the  case  of  Germany  a  period 
of  transition  must  necessarily  ensue  before  stability  can  be  obtained  and 
confidence  restored.  We  suggest  that  during  this  period  an  amnesty 
should  be  granted  for  a  limited  time  from  the  penalties  imposed  by  exist- 
ing enactments  and  that  special  terms  be  offered  for  subscriptions  to 
Government  loans  made  in  foreign  currencies.  Well-conceived  measures 
of  this  kind  would  be  helpful  in  hastening  the  return  of  capital  and  the 
final  restoration  of  financial  equilibrium  in  Germany,  conditions  which 
are  essential  to  the  payment  of  reparation. 

We  desire  to  express  our  sincere  thanks  to  the  officers  of  the  Reparation 
Commission,  and  to  the  economists,  statisticians  and  expert  accountants 
who  have  aided  us,  for  whose  valuable  assistance  we  are  greatly  indebted. 

April  9th,  1924. 

Rkginald  McKenna,  Chairman. 
Henry  M.  Robinson. 
Andre  Laurent-Atthalin. 
Mario  Alberti. 
Albert-E.  Janssen. 


ANNEX 
SumiABY 

I.  Assets  abroad  in  1914, 

II.  Period  of  the  War: 

(a)  Surplus  of  imports  and  Germany's  advances  to  her  Allies; 
{h)  Depreciation  of  pre-war  foreign  assets;   Sequestration  and 

liquidation  measures; 
(c)  Profits  realized  by  Germany  in  Occupied  Territories; 
{d)  Sale  of  gold  and  German  securities; 
(e)  Return  from  German  assets  abroad. 
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in.    Post-war  period: 

(0)  Surplus  of  imports  and  cash  payments  made  by  Germany 

under  the  Peace  Treaty; 
(6)  Sales  to  foreigners  of  mark  credits  and  banknotes; 

(c)  Sales  of  gold; 

(d)  Sales  of  German  real  property  and  German  securities; 

(e)  Expenditure  by  foreigners  traveling  in  Germany   and  by 

Germans  traveling  abroad; 
(0  Expenditure  by  the  Armies  of  Occupation; 
(g)  Earnings  from  shipping,  insurance,  transit,  etc.; 
Ill)  Income  from  German  investments  abroad  and  from  foreign 

investments  in  Germany;  remittances  made  by  Germans 

residing  abroad; 

(1)  German  private  property  in  ceded  territories; 
(j)  Foreign  banknotes  in  Germany. 

I.   Assets  Abroad  in  1914 

The  value  of  German  assets  abroad  in  1914  has  been  estimated  by 
different  economists  at  simis  varj-ing  between  20  and  35  milliard  gold 
marks.  Besides  these  unofficial  estimates  two  estimates  of  an  official 
natiu-e,  as  well  as  a  census,  have  been  made  by  the  German  Government. 
The  earlier  of  these  two  official  estimates  is  that  made  in  1905  by  the 
Imperial  Admiralty;  the  later  one  was  supplied  by  the  German  Govern- 
ment in  1924  in  reply  to  a  question  raised  by  the  Second  Committee  of 
Experts.  The  census,  which  only  covered  securities,  was  made  by  the 
German  Government  during  the  war  in  August,  1916. 

In  the  question  put  to  the  German  Government  the  Committee  not 
only  asked  for  an  estimate  of  the  foreign  assets  held  by  German  nationals 
in  1914,  but  also  requested  it  to  submit  its  comments  on  the  various 
estimates  already  made  by  German  economists. 

All  these  documents — estimates  of  German  economists,  and  those  of 
neutral,  AUied  and  Associated  countries,  official  estimates  and  census, 
and  the  rephes  of  the  German  Government — have  been  examined  and 
compared.  Taking  into  accoimt  all  the  factors  of  valuation,  the  Com- 
mittee has  come  to  the  conclusion  that  the  figiu-e  of  28  milliard  gold 
marks  may  be  accepted  as  representing  the  value  of  German  assets  abroad 
at  the  time  of  the  declaration  of  war,  it  being  understood  that  this  figure 
of  28  milliards  comprises  only  the  assets  abroad  belonging  to  German 
nationals  residing  in  Germany  and  not  those  belonging  to  German  na- 
tionals residing  abroad.  In  this  estimate  securities  have  been  taken  at 
their  face  value  in  gold  marks. 
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II.  Period  of  the  War 
(a)  Surplus  of  Imports  and  Germany's  Advances  to  her  Allies 
The  difficulty  encountered  by  Germany  in  exporting  her  goods  durmg 
the  war,  as  well  as  her  persistent  endeavors  to  increase  her  imports  by 
every  possible  means,  in  order  to  provide  for  the  requu-ements  of  her 
armies,  naturally  produced  a  surplus  of  imports,  considerably  in  excess 
of  the  figures  of  the  normal  pre-war  deficit.  To  this  deficit  in  Germany's 
foreign  trade  balance  must  be  added  the  sums  advanced  by  Germany  to  her 
Allies  to  enable  them  to  pay  for  their  imports,  for  which  she  received  no 
corresponding  return.  The  figure  indicated  for  these  two  items  may  be  con- 
sidered to  be  reliable  and  amounts  to  an  aggregate  sum  of  15.2  milliard 
gold  marks,  subject  to  the  modifications  referred  to  in  paragraph  (c). 

(b)  Depreciation  of  Pre-war  Foreign  Assets;  Sequestration  and  Liquidation 

Measures 

Various  estimates  of  the  reduction  in  German  assets  abroad  during  the 
war  as  a  result  of  depreciation  have  been  made  by  several  economists, 
whose  figures  are  generally  based  on  an  estimated  total  of  from  20  to  25 
milliard  gold  marks  for  German  assets  in  1914.  Their  estimates  seem  too 
low,  if  we  take  as  a  basis  the  figure  of  28  milliards  adopted  by  the  Com- 
mittee for  German  assets  abroad  in  1914.  This  impression  is  moreover 
confirmed  by  information  which  the  Committee  has  obtained  by  its  own 
investigation. 

It  is  impossible  to  adopt  a  definite  figure  in  determining  the  value  of 
the  assets  seized  and  liquidated  in  the  Allied  and  Associated  countries. 
On  the  basis  of  information  obtained  by  the  Committee  from  the  Govern- 
ments of  the  Allied  and  Associated  Powers  as  well  as  from  Germany,  the 
Committee  has  been  able  to  estimate  at  approximately  16.1  milliard  gold 
marks  the  reduction  in  German  assets  abroad  during  the  war,  as  a  result  of 
depreciation  and  liquidation  and  sequestration  measures.  In  adopting 
this  figure  no  allowance  has  been  made  for  the  fact  that  certain  German 
assets  abroad  may  have  been  utilized  to  cover  the  payment  of  imports,  nor 
for  the  fact  that  German  assets  abroad  may  have  increased  owing  to  the 
accumulation  of  the  interest  accruing  on  these  assets.  These  several 
items  are  discussed  elsewhere.  The  above  figure  therefore  represents  a  net 
reduction  in  German  assets  abroad  for  which  Germany  during  the  war 
period  received  no  return.  These  assets  underwent  a  further  decrease  in 
value  during  the  period  following  hostilities,  which  decrease  was  taken 
into  account. 

Lastly,  the  Committee  is  of  opinion  that  both  during  and  since  the  war, 
the  category  of  assets  in  neutral  countries  has  likewise  imdergone  a  reduc- 
tion in  value,  and  that  in  particular  the  greater  part  of  such  securities  held 
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by  Germans  has  no  longer  a  value  equivalent  to  their  face  value,  even 
taking  into  account  the  effect  of  the  decline  in  the  value  of  gold. 

(c)  Profits  Realized  by  Germany  in  Occupied  Territories 

An  examination  of  German  economic  measures  taken  in  Belgium  during 
the  war,  to  which  the  attention  of  the  Committee  was  called,  suggested 
that  substantial  profits  had  accrued  to  Germany  from  the  exploitation  of 
occupied  territories.  Consequently,  the  Committee  has  made  a  careful 
study  covering  not  only  German  operations  in  Belgium  and  Northern 
France,  but  also  those  in  Poland  and  Roiunania. 

No  attention  has  been  paid  to  the  purely  militarv'  aspects  of  these 
operations,  such  as,  for  instance,  requisitions  intended  to  provide  for  the 
partial  subsistence  of  the  German  occupying  troops.  Quite  apart  from 
such  matters,  however,  it  was  foimd  that  the  profits  realized  by  Germany 
by  requisitions  and  by  other  methods  in  occupied  territories  are  closely 
connected  with  the  deficit  of  the  German  balance  of  trade.  With  the  help 
of  German  official  documents,  in  particular  reports  by  the  military  admin- 
istration drawn  up  during  the  war  and  German  memoranda  estimating 
the  value  of  war  damages,  the  Committee  has  ascertained  that  the  profits 
realized  by  Germany  were  principally  obtained  as  follows: 

Germany  obtained  in  occupied  territories  considerable  quantities  of 
commodities  which,  through  the  operation  of  centralized  importing  com- 
panies specially  created  for  this  piu-pose,  were  transported  to  Germany  for 
internal  consumption.  Most  of  these  goods  were  either  not  paid  for  at  all. 
or  were  paid  for  in  paper  marks  which  were  subsequently  left  in  the  coun- 
try and  amounted  in  the  case  of  Belgium  to  G  milliard  paper  marks,  or 
were  purchased  through  the  medium  of  issues  of  local  paper  currency. 
The  special  object  of  such  issues,  according  to  a  statement  by  the  German 
Staff,  was  to  enable  Germany  and  her  Allies  to  receive  goods  from  occupied 
territories  free  of  charge  durmg  the  whole  period  of  hostilities. 

By  requisition  or  in  exchange  for  paper  marks  or  local  ciurency,  Ger- 
many also  obtained  considerable  quantities  of  the  currency  of  invaded 
coimtries.  Thus  in  the  north  of  France  the  German  military  authorities 
imposed  on  towns  fines  and  levies  for  which  paj-ment  was  required  in 
German  money,  gold  coin  or  notes  of  the  Bank  of  France. 

Finally,  foreign  assets  were  acquired  by  Germany,  especially  in  Belgium 
and  France,  notably  by  means  of  sequestration  of  securities,  coupons  and 
other  credits,  and  these,  like  the  banknotes  mentioned  above,  served  in 
part  to  pay  for  imports  from  neighboring  neutral  countries. 

It  must  also  be  pointed  out  that  when  the  German  Coal  Centrale  in 
Belgium  issued  export  licenses  for  coal  for  Holland,  Switzerland  or  Sweden, 
the  German  authority  kept  for  itself  the  foreign  currency  thus  obtained, 
and  forced  the  mines  to  accept  paper  marks. 
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The  Committee  has  adopted  the  figure  of  from  5.7  to  6  miUiard  gold 
marks  as  corresponding  to  that  portion  of  the  profits  derived  from  this 
exploitation  of  Belgium,  Northern  France,  Poland,  Lithuania,  Roumania, 
etc.,  representing  imports  for  which  no  payment  was  made  and  which  in 
consequence  had  not  been  allowed  for  in  her  balance  of  accounts. 

(d)  Sale  of  Gold  and  German  Securities 

The  sale  of  gold  and  securities  was  the  principal  means  whereby  Ger- 
many paid  for  her  imports  during  the  war.  The  export  of  gold,  which  took 
place  mainly  during  the  early  years  of  the  war,  reached  a  total  amount  of 
1  milliard  gold  marks. 

As  regards  German  securities,  widely  diverging  estimates  have  been 
made  of  the  amounts  sold.  In  our  opinion  the  total  figure  is  not  far  from 
1  milliard  gold  marks. 

(e)  Return  from  German  Assets  Abroad 

The  revenue  which  Germany  derived  from  her  assets  abroad  was  very 
considerably  diminished  immediately  after  the  declaration  of  war  and 
further  reductions  occurred  during  the  period  of  hostilities. 

It  should  indeed  be  noted  that  interest  ceased  to  be  paid  on  the  assets 
held  by  Germany  in  countries  with  which  she  was  at  war.  Some  of  these 
assets  were  sold  during  the  war  and  the  depreciation  of  others  became  very 
marked  towards  the  end. 

On  the  other  hand,  the  industrial  securities,  particularly  those  of  neu- 
tral coimtries,  continued  to  pay  interest  at  rates  frequently  higher  than 
before  the  war. 

WTiile  the  Committee  has  been  imable  to  determine  exactly  the  varia- 
tions for  each  year  of  the  war  in  the  revenue  derived  from  German  assets 
abroad,  it  has  at  least  been  able  to  make  an  estimate  which  may  be  taken 
as  very  nearly  accurate. 

III.   Post-war  Period 

(a)  Surplus  of  Imports  and  Cash  Payments  made  by  Germany  under  the 

Peace  Treaty 

One  of  the  main  causes  of  the  reduction  of  German  assets  abroad  during 
the  postwar  period  arose  from  the  necessity  for  Germany  to  cover  the 
deficit  in  her  trade  balance  and  to  meet  the  cash  payments  which  had  to  be 
made  to  the  Allies  under  the  Treaty  of  Versailles.  These  two  items  to- 
gether amount  to  between  9  and  10  milliard  gold  marks. 

As  already  stated  in  the  report,  the  figures  given  in  the  official  German 
foreign  trade  statistics  are  quite  inaccurate  for  certain  periods.  This 
observation  applies  particularly  to  the  figures  origmally  published. 
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For  this  reason,  it  was  necessary  to  revise  completely  the  balance  given 
for  every  year.  Taidng  into  account  the  various  factors  entering  into  the 
calculation,  the  Committee  is  of  opinion  that  this  revision  has  made  it 
possible  to  reach  a  figure  more  nearly  equal  to  the  actual  excess  of  imports 
than  had  been  the  case  in  previous  reports  dealing  with  this  question. 
The  fixing  of  the  amount  of  the  deficit  in  the  trade  balance  is  of  true 
importance,  since  any  valuation  that  is  to  be  made  of  German  assets 
remaining  abroad  largely  depends  on  the  figiu-e  finally  adopted  for  that 
deficit. 

The  cash  paj-ments  made  by  Germany  to  the  Allies — to  the  Reparation 
Commission,  under  the  Reparation  Recovery  Act,  payments  to  the 
Clearing  Office,  etc. — do  not  give  rise  to  dispute. 

(b)  Sale  to  Foreigners  of  Mark  Credits  and  Banknotes 

Germany  has  acquired  foreign  assets  in  large  volume  since  the  Armis- 
tice through  opening  credit  accounts  in  her  banks  for  the  benefit  of  foreign- 
ers. These  credits  were  paid  for  by  the  foreigners  in  the  money  or  credits 
of  other  countries,  and  as  they  imderwent  a  constant  shrinkage  in  real 
value  through  the  depreciating  value  of  the  mark,  German  economy 
profited  largely  from  the  transactions.  The  Committee  made  a  careful 
study  of  the  values  so  acquired  by  an  investigation,  with  the  aid  of  expert 
accountants,  of  the  mark  credit  balances  on  foreign  account  in  the  prin- 
cipal banks  of  Germany  during  the  postwar  years. 

It  was  foxmd  that  there  had  been  during  this  five-year  period  more  than 
a  million  individual  accounts  of  this  kind.  In  most  cases  the  mark  credits 
of  these  accounts  had  not  been  immediately  utilized  and  had  undergone 
a  process  of  shrinkage  through  the  depreciation  of  mark  values  that 
amounted  to  a  veritable  evaporation. 

The  work  of  the  expert  accountants  was  directed  to  determine  as  nearly 
as  pwDssible  the  aggregate  amount  of  the  shrinkages  in  these  very  numerous 
accounts  that  was  due  to  the  depreciation  of  the  value  of  the  mark.  With 
this  end  in  view  the  leading  banks  in  Germany  were  asked  to  transcribe 
from  their  books  the  data  showing  the  credit  balances  and  the  amounts 
of  debits  in  the  accounts  of  all  foreigners  at  the  close  of  each  month  from 
the  end  of  1918  to  the  end  of  1923. 

After  the  sums  indicated  had  been  converted  to  gold  equivalents  at 
the  current  rate  of  exchange,  it  was  possible  to  draw  close  inferences 
as  to  the  total  gains  accruing  to  German  economy  as  a  whole.  The  data 
furnished  by  the  banks  were  submitted  to  careful  checking  by  the  expert 
accoimtants,  and  it  was  found  that  they  had  been  correctly  compiled. 

Credits  in  German  marks  were  purchased  by  the  citizens  of  a  great 
many  nations,  but  the  largest  amoimts  were  taken  by  the  citizens  of  a 
relatively  restricted  group  of  countries. 
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The  methods  used  in  determining  the  value  of  the  assets  acquired 
by  the  German  banks  m  this  way  were  subjected  to  an  interesting  check 
which  consisted  of  taking  a  single  account  of  a  foreigner  who  had  engaged 
m  speculative  operations  on  a  considerable  scale,  and  converting  the 
figures  of  the  transactions  to  a  gold  basis  for  every  day  on  which  any 
debit  or  credit  entry  was  recorded.  The  results  indicated  that  there  was 
no  tendency  for  this  detailed  method  of  conversion  to  yield  results  ma- 
terially different  from  those  found  by  the  more  general  mass  methods 
that  it  was  necessary  to  employ  in  computing  the  figures  for  Germany 
as  a  whole. 

When  the  whole  inquiry,  which  was  of  considerable  length,  had  been 
completed  it  was  found  that  Germany  had  profited  by  the  sale  of  mark 
credits  by  an  amount  of  from  7  to  8  milliards  of  gold  marks.  In  addition 
the  sale  of  paper  marks  in  foreign  countries  had  resulted  in  profits  amount- 
ing to  from  600  to  700  millions  of  gold  marks,  or  a  total  from  these  two 
sources  of  7.6  to  8.7  milliards  of  gold  marks. 

(c)  Sales  of  Gold 

German  official  statistics  record  sales  abroad  by  Germany  principally 
in  the  j^ears  1919-21  and  1923  of  gold  to  a  total  amount  of  1>^  milliard 
gold  marks.    The  accuracy  of  these  figures  is  not  disputed. 

(d)  Sales  of  German  Real  Property  and  German  Securities 
During  the  period  characterized  by  the  rapid  depreciation  of  the  mark, 
sales  of  real  property  to  foreigners  reached  an  unwonted  development  in 
Germany. 

In  estimating  the  proceeds  of  such  sales,  the  Committee  had  before  it 
various  statistics  indicating  in  detail  the  number  and  amount  of  sales 
of  real  property  to  foreigners  since  the  war  in  some  of  the  principal  towns 
of  Germany,  and  also  in  districts  of  varying  economic  character. 

As  regards  securities,  Germany  was  able  during  the  first  part  of  the 
postwar  period  to  market  some  of  her  securities  abroad,  but  as  soon  as 
her  financial  position  became  more  imcertain,  most  of  these  transactions 
were  suspended. 

In  the  aggregate,  the  Committee  considers  that  sales  of  German  real 
property  and  securities  to  foreigners  amounted  to  about  l}/2  miUiard 
gold  marks. 

(e)  Expenditure  by  Foreigners  Traveling  in  Germany  and  by  Germans 

Traveling  Abroad 

During  the  five  years  which  have  elapsed  since  the  Armistice,  con- 
siderable sums  have  been  spent  in  Germanj'  by  large  numbers  of  foreigners 
who  have  traveled  and  lived  in  the  country.   Our  estimate  of  the  expend- 
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iture  by  these  travelers  was  facilitated  by  the  oflBcial  statistics  kept 
by  the  largest  German  towns  and  by  tlie  special  report  on  the  subject 
supplied  by  the  German  Government.  The  Committee  was  able  to  obtain 
a  fairly  exact  idea  of  the  number  of  foreigners  who  came  to  Germany 
during  the  period  in  question,  the  average  length  of  their  stay  and  the 
daily  expenditure  of  each  traveler. 

As  against  this,  numerous  German  travelers  belonging  mostly  to  the 
wealthier  classes  have  stayed  in  foreign  countries,  especially  in  the  last 
two  or  three  years.  Their  expenditure  has  to  be  deducted  from  the 
expenditure  by  foreigners  in  Germany  referred  to  above,  and  very  con- 
siderably reduces  the  amount  of  the  German  assets  realized  from  that 
source. 

(f)  Expenditure  by  Armies  of  Occupation 
During  the  postwar  period,  a  certain  sum  has  been  realized  by  Ger- 
many through  the  expenditm-e  in  foreign  currency,  or  in  marks  bought 
with  foreign  currency,  by  the  troops  occupying  German  territory. 

Each  of  tlie  Governments  ha\'ing  or  having  had  armies  of  occupation 
in  Germany  has  supplied  the  Committee  with  a  detailed  estimate  of  the 
expenditure  made  by  the  officers  and  men  or  by  the  various  army  services. 
These  estimates  were  checked  in  several  ways  by  a  series  of  calculations 
relating  to  each  army's  different  methods.  The  results  of  these  different 
calculations  have  been  combined. 

(g)  Earnings  from  Shipping,  Insurance,  Transit,  etc. 
Earnings  from  shipping,  insurance,  commissions,  transit,  were  an  im- 
portant source  of  German  income  prior  to  191-1,  but  during  the  war  such 
earnings  in  great  measure  disappeared.  In  the  five  years  1919-23  some 
of  the  lost  ground  has  been  regained,  particularly  in  the  field  of  shipping 
and  insurance,  and  the  Committee  has  taken  this  item  into  account. 

(h)  Income  from  German  Investments  Abroad  and  Foreign  Investmerds  in 

Germany 

Remittances  made  by  Germans  Residing  Abroad 
The  total  amount  of  tlie  income  produced  by  German  assets  abroad 
since  1919  is  of  course  substantially  below  that  produced  by  German 
assets  abroad  before  the  war.  The  assets  held  abroad  by  Germanj'  since 
the  war  represent  indeed  only  a  small  and  for  some  part  unproductive 
fraction  of  her  pre-war  holdings.  It  is  true,  on  the  other  hand,  that  the 
payments  which  Germany  has  had  to  make  since  1919  in  respect  of  Ger- 
man securities  held  by  foreigners  have  been  inconsiderable.  After  a 
careful  study  of  the  question,  the  Committee  came  to  the  conclusion 
that  a  set-off  of  the  two  items — income  from  German  investments  abroad 
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and  income  from  foreign  investments  in  Germany— resulted  in  a  small 
balance  in  Germany's  favor  for  the  whole  of  the  post-war  period. 

The  remittances  sent  to  Germany  by  German  nationals  residing  abroad 
and  German  connections  and  sympathizers  amount  to  a  considerable 
figure  in  Germany's  favor. 

(i)  German  Private  Property  in  Ceded  Territories 
Most  of  the  valuations  of  German  property  abroad  have  taken  little 
or  no  account  of  the  value  of  German  private  property  in  the  ceded 
territories  of  Silesia,  Posen,  Danzig,  etc. 

These  properties  are  included  in  our  own  estimate  in  so  far  as,  according 
to  the  definition  adopted  by  the  Committee,  they  are  owned  by  Ger- 
mans residing  in  Germany.  Although  it  is  very  difficult  to  determine 
with  any  precision  the  extent  of  these  properties,  the  Committee  con- 
sidered that  it  should  not  exclude  from  its  valuation  certain  industrial 
assets,  particularly  those  in  Upper  Silesia. 

(j)  Foreign  BanJcnotes  in  Germany 
There  is  in  Germany  a  large  quantity  of  foreign  bank  notes  (dollars, 
florins,  Scandinavian  crowns,  Swiss  francs,  pounds  sterling,  and  more 
especially  in  the  occupied  territorj%  Belgian  and  French  francs).  The 
exceptional  plight  of  the  German  mark  has  influenced  Germans  in  acquir- 
ing stable  currencies  wherever  possible  and  on  a  large  scale.  These 
foreign  notes  have  remained  in  the  country  instead  of  finding  their  way 
abroad  again  through  the  normal  channel  of  trade,  as  would  have  been 
the  case  in  ordinary  circumstances. 

Various  estimates  of  the  total  amoimt  of  such  notes  were  made  in 
Germanj%  particularly  towards  the  end  of  1923.  The  Committee  has 
compared  the  different  estimates  with  the  information  which  it  collected 
in  Germany  and  other  countries.  In  its  opinion,  the  value  of  the  foreign 
notes  existing  in  Germany  at  the  end  of  1923  amounted  to  about  1.2 
milliard  gold  marks. 
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»  Elected  September  10,  1923,  to  succeed  Ruy  Barbosa  (d.  March  1.  1923). 


DATES    IN   THE    HISTORY   OF   THE  PERMANENT 
COURT  OF  INTERNATIONAL  JUSTICE 

1.  February  13,  1920— The  Council  of  the  League  of  Nations 
sets  up  a  Committee  of  Jurists  to  draft  the  Statute  of  a  Court. 

2.  June  16,  1920 — The  Committee  of  Jurists  meets  at  The 
Hague. 

3.  August  5,  1920 — Draft  of  the  Statute  submitted  by  the 
Committee  of  Jurists  to  the  Council. 

4.  December  13,  1920 — Draft  Statute  as  amended  approved 
by  the  First  Assembly  of  the  League  of  Nations. 

5.  December  16, 1920 — Statute  annexed  to  a  special  treaty,  called 
the  Protocol  of  Signature,  signed  by  forty-seven  states. 

6.  September  16,  1921— The  first  election  of  Judges  completed. 

7.  January  30,  1922 — The  Court  meets  at  The  Hague  for  its 
first  session. 

8.  March  24,  1922— Rules  of  Court  promulgated. 

9.  May  12,  1922 — The  Court  is  opened  to  all  states  in  the  world. 

10.  June  15,  1922 — The  Court  meets  at  The  Hague  for  its  second 
session,  and  hands  down  three  advisory  opinions. 

11.  January  8,  1923— The  Court  meets  at  The  Hague  for  its 
third  session  and  hands  down  a  fourth  advisory  opinion. 

12.  February  24,  1923 — President  Harding  asks  the  Senate  to 
advise  and  consent  to  the  adhesion  to  the  Court  Protocol  by 
the  United  States. 

13.  June  15,  1923— The  Court  meets  at  The  Hague  for  its  fourth 
session  and  hands  down  three  advisory  opinions  and  one 
judgment. 

14.  September  10,  1923— Judge  Pessoa  of  Brazil  was  elected  to  fill 
the  vacancy  caused  by  Judge  Barbosa's  death. 

15.  November  18,  1923— The  Court  meets  at  The  Hague  for 
its  fifth  session,  and  hands  down  one  advisory  opinion. 

16  December  6,  1923— President  Coolidge  commends  the  proposed 
adhesion  by  the  United  States  to  the  Protocol  of  Signature 
to  the  Court  to  the  favorable  consideration  of  the  Senate. 

17.  June  15,  1924— The  Court  will  meet  at  The  Hague  for  its  sixth 
session. 


THE  WORK  OF  THE  PER^L\NEXT  COURT  OF  INTER- 
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By  jVIaxley  O.  Hudson 

BEMS  PROFESSOR  OF  INTERNATIONAL  L.\W  AT  THE  HARVARD  LAW 

SCHOOL 

First  Advisory  Opinion  of  the  Permanent  Court  of  Inter- 
national Justice.— Nomination  of  Delegates  to  the 
International  La.bor  Conference  ^ 

A  member  of  the  International  Labor  Organization  is  not  bound  to 
consult  the  largest  employers'  or  workers'  organization,  in  selecting 
Its  delegates  to  the  International  Labor  Conference,  where  other 
organizations  total  more  members. 

On  May  12,  1922,  the  Council  of  the  League  of  Nations  adopted 
a  resolution  requesting  the  Permanent  Court  of  International 
Justice  to  give  an  ad\^ory  opinion  on  the  following  question- 
Was  the  ^\orkers'  Delegate  for  the  Netherlands  at  the  third 
session  of  the  International  Labor  Conference  nominated  in 
accordance  with  the  provisions  of  paragraph  3  of  Article  389 
of  the  Treaty  of  Versailles?"  The  question  came  before  the 
Court  at  Its  first  regular  session  on  June  15,  1922.  Briefs  were 
presented  to  the  Court  on  behalf  of  the  Netherlands  Government, 
the  International  Labor  Office,  and  the  Netherlands  General 
Confederation  of  Trades  Unions.  Oral  arguments  were  heard 
on  behalf  of  the  British  and  Netherlands  Governments,  the 
International  Federation  of  Trades  Unions,  the  Liternational 
Llbo^Office  the  International 

MlfchTil^rio'^f Association  Joumal.for  February. 
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At  the  third  session  of  the  International  Labor  Conference, 
held  at  Geneva  from  October  25  to  November  18,  1921,  a  protest 
was  made  against  the  acceptance  by  the  Conference  of  the  creden- 
tials of  the  workers'  delegate  named  by  the  Netherlands  Govern- 
ment. At  previous  sessions  of  the  Conference,  the  workers' 
delegate  named  by  the  Netherlands  Government  had  been  nom- 
inated in  agreement  with  the  Netherlands  Confederation  of 
Trades  Unions.  But  the  workers'  delegate  to  the  third  session 
in  1921  was  nominated  in  agreement  with  the  Confederation 
of  Catholic  Trades  Unions,  the  Confederation  of  Christian  Trades 
Unions,  and  the  Netherlands  General  Confederation  of  Trades 
Unions,  though  not  in  agreement  with  the  Netherlands  Confedera- 
tion of  Trade  Unions.  The  last-named  organization  had  a  member- 
ship of  218,596  trade  unionists;  the  other  organizations  had  a 
total  membership  of  282,455  trade  unionists,  though  no  one 
had  a  membership  in  excess  of  155,642. 

Article  389  of  the  Treaty  of  Versailles  requires  that  non-govern- 
ment delegates  to  the  International  Labor  Conference  be  "chosen 
in  agreement  with  the  industrial  organizations,  if  such  organiza- 
tions exist,  which  are  most  representative  of  employers  or  work- 
people, as  the  case  may  be,  in  their  respective  countries."  On 
October  22,  1921,  the  Netherlands  Confederation  of  Trades 
Unions  protested  to  the  International  Labor  Office  that  the 
Netherlands  Government  had  not  fulfilled  this  requirement. 
The  International  Labor  Conference  decided  to  admit  the  delegate 
nominated  by  the  Netherlands  Government,  in  spite  of  this 
protest.  But  at  the  same  time  the  Conference  adopted  a  resolu- 
tion calling  upon  the  Governing  Body  of  the  International  Labor 
Office  to  request  the  Council  of  the  League  of  Nations  to  obtain 
from  the  Permanent  Court  of  International  Justice  an  opinion 
as  to  the  proper  interpretation  of  Article  389.  The  Council 
of  the  League  of  Nations  therefore  acted  at  the  suggestion  of  the 
Governing  Body  in  requesting  the  opinion. 

The  Court  unanimously  concluded  that  the  Netherlands  Govern- 
ment's nomination  had  complied  with  Article  389  of  the  Treaty 
of  Versailles.  The  main  ground  of  the  opinion  was  that  in  a 
country  where  there  are  several  organizations  of  workers  or  em- 
ployers, all  of  these  organizations  may  be  taken  into  consideration 
in  the  nomination  of  a  workers'  or  employers'  delegate,  and  not 
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merely  that  one  which  has  the  largest  membership,  even  though 
the  one  may  be  the  "most  representative." 

This  opinion  was  communicated  to  the  Council  of  the  League 
of  Nations  and  transmitted  by  the  Council  to  the  Director  of 
the  International  Labor  Office.  It  constitutes  a  distinct  clari- 
fication of  the  Labor  Part  of  the  Peace  Treaties,  and  in  the  future 
it  will  greatly  assist  the  governments  in  nominating  non-govern- 
ment delegates  to  the  International  Labor  Conference. 

Second  Advisory  Opinion  of  the  PERiLiNENT  Court  of  Inter- 
national Justice. — Agricultur.\l  Labor  and  the  Inter- 
national Labor  Organiz.\tion  ' 

The  competence  of  the  International  Labor  Organization  extends 
to  the  conditions  of  labor  of  persons  employed  in  agriculture. 

On  May  1^2,  19!22,  the  Council  of  the  League  of  Nations  adopted 
a  resolution  requesting  the  Permanent  Court  of  International 
Justice  to  give  an  advisorj'  opinion  on  the  following  question: 
"Does  the  competence  of  the  International  Labor  Organization 
extend  to  the  international  regulation  of  the  conditions  of  labor 
of  persons  employed  in  agriculture?"  The  question  came  before 
the  Court  at  its  first  regular  session  on  June  15,  1922.  Oral 
statements  were  made  before  the  Court  on  behalf  of  the  British, 
French,  Portuguese  and  Hungarian  Governments,  and  on  be- 
half of  the  International  Labor  Office,  the  International  Agricul- 
tural Commission  and  the  International  Federation  of  Trades 
Unions. 

At  the  first  session  of  the  International  Labor  Conference  in 
Washington,  in  1919,  it  had  been  decided  to  place  on  the  agenda 
of  a  future  session  the  subject  of  agricultural  labor.  At  the 
third  session  in  1921,  three  items  relating  to  agricultural  labor 
were  included  in  the  agenda.  The  question  of  competence  was 
raised  before  the  Conference  by  the  French  Government.  The 
International  Labor  Conference  declared  itself  competent  on 
October  27,  1921,  by  a  vote  of  74  to  20.  Later  the  Conference 
adopted  several  measures  deahng  with  the  protection  of  agricul- 

'Reported  in  Publications  of  the  Permanent  Court  of  International  Justice. 
Series  B,  No.  2. 
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tural  workers.  It  was  the  French  Government  which  brought 
the  matter  to  the  Council  of  the  League  of  Nations  in  1922,  and 
this  was  done  without  first  raising  the  question  in  the  Governing 
Body  of  the  International  Labor  Office. 

On  August  12,  1922,  the  Court  decided  to  reply  to  the  Council 
of  the  League  of  Nations  that  the  competence  of  the  International 
Labor  Organization  does  extend  to  international  regulation  of 
the  conditions  of  persons  employed  in  agriculture.  A  majority 
of  the  judges  found  the  language  of  the  Treaty  of  Versailles 
free  from  any  ambiguity  on  this  point.  It  was  said  that  "every 
argument  used  for  the  exclusion  of  agriculture  might  with  equal 
force  be  used  for  the  exclusion  of  navigation  and  fisheries." 

Judge  Weiss  (France)  and  Deputy -Judge  Negulesco  (Rumania) 
declared  that  they  were  unable  to  concur  in  the  opinion  given 
by  the  Court. 

The  opinion  was  duly  transmitted  to  the  Council  of  the  League 
of  Nations  and  by  the  Council  to  the  French  Government. 

Third  Advisory  Opinion  of  the  Permanent  Court  of  Interna- 
tional Justice. — ^Agricultural  Production  and  the 
International  Labor  Organization' 

The  competence  of  the  International  Labor  Organization  extends 
to  agriciiltural  production  only  in  so  far  as  conditions  of  labor  are 
concerned. 

On  July  18,  1922,  the  Council  of  the  League  of  Nations  adopted 
a  resolution  requesting  the  Permanent  Court  of  International 
Justice  to  give  an  advisory  opinion  on  the  following  question: 
"Does  examination  of  proposals  for  the  organization  and  develop- 
ment of  methods  of  agricultural  production,  and  of  other  ques- 
tions of  a  like  nature,  fall  within  the  competence  of  the  Interna- 
tional Labor  Organization?"  The  Court  was  in  session  at  the 
time  this  resolution  was  adopted,  and  was  duly  notified  of  the 
request.  Arguments  were  heard  on  behalf  of  the  French  Govern- 
ment and  the  International  Labor  Office. 

The  question  had  been  first  raised  in  the  Council  of  the  League 
of  Nations  by  a  letter  of  the  French  Government  of  June  13,  1922. 

*  Reported  in  Publications  of  the  Permanent  Court  of  International  Justice, 
Series  B,  No.  3. 
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The  Director  of  the  International  Labor  Office  stated  that  the 
International  Labor  Organization  did  not  claim  to  have  com- 
petence as  to  agricultural  production.  Negotiations  between 
the  International  Labor  Office  and  the  International  Institute  of 
Agriculture  had  brought  a  common  view  to  the  two  organizations 
as  to  the  proper  dehmitation  of  their  respective  spheres  of  action. 

On  August  12,  19i2,  the  Permanent  Court  of  International 
Justice  expressed  the  unanimous  opinion  that  while  the  organiza- 
tion and  development  of  "means  of  production"  had  not  been  in- 
cluded ia  the  sphere  of  the  International  Labor  Organization,  it 
was  not  necessarj'  that  the  Organization  "totally  exclude  from 
its  consideration  the  effect  upon  production  of  measures  which 
it  may  seek  to  promote  for  the  benefit  of  the  workers."  It 
was  made  clear  that  "the  consideration  of  methods  of  organizing 
and  developing  production  from  the  economic  point  of  view  is 
in  itself  alien  to  the  sphere  of  activity  marked  out  for  the  In- 
ternational Labor  Organization  by  Part  XIII  of  the  Treaty  of 
Versailles." 

This  opinion  was  duly  communicated  to  the  Coimcil  of  the 
League  of  Nations  and  by  the  Coimcil  to  the  French  Government. 
With  the  two  preceding  opioions,  it  has  assisted  the  Labor  Organ- 
ization to  chart  its  course,  and  has  thus  contributed  to  the  easier 
co-operation  of  the  nations  engaged  in  considering  and  adopt- 
ing uniform  labor  legislation. 

Fourth  An^asoRT  Opinion  of  the  Permanent  Court  of  Inter- 
national Justice. — Nature  of  Dispute  About  National- 
ity Decrees  ' 

The  British-French  dispute  over  nationality  decrees  in  Tunis  and 
Morocco  is  not  by  international  law  solely  a  matter  of  domestic 
jurisdiction  within  paragraph  8  of  Article  15  of  the  Covenant,  though 
nationality  questions  in  general  fall  within  a  state's  domestic  juris- 
diction. 

On  October  4,  1922,  the  Council  of  the  League  of  Nations 
addressed  itself  to  the  follou-ing  item  which  had  been  placed  on 
its  agenda  at  the  request  of  the  British  Government  on  August  11, 

'Reported  in  the  Publications  of  the  Permanent  Court  of  International 
Justice,  Series  B,  Xo.  4. 
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1922:  "Dispute  between  France  and  Great  Britain  as  to  the 
nationality  decrees  issued  in  Tunis  and  Morocco  (French  Zone) 
on  November  8,  1921,  and  their  appHcation  to  British  subjects, 
the  French  government  having  refused  to  submit  the  legal  ques- 
tions involved  to  Arbitration."  The  Council  took  note  of  "friendly 
conversations"  which  had  taken  place  between  representatives 
of  the  British  and  French  Governments,  and  pursuant  to  an 
agreement  between  the  parties,  adopted  the  following  resolution: 

(a)  The  Council  decides  to  refer  to  the  Permanent  Court  of  Inter- 
national Justice,  for  its  opinion,  the  question  whether  the  dispute  referred 
to  above  is  or  is  not  by  international  law  solely  a  matter  of  domestic 
jurisdiction  (Article  15,  paragraph  8,  of  the  Covenant); 

(b)  And  it  requests  the  two  Governments  to  bring  this  matter  before 
the  Permanent  Court  of  International  Justice,  and  to  arrange  with  the 
Court  with  regard  to  the  date  on  which  the  question  can  be  heard  and 
with  regard  to  the  procedure  to  be  followed; 

(c)  Furthermore,  tlie  Council  takes  note  that  the  two  Governments 
have  agreed  that,  if  the  opinion  of  the  Court  upon  the  above  question 
is  that  it  is  not  solely  a  matter  of  domestic  jurisdiction,  the  whole  dispute 
will  be  referred  to  arbitration  or  to  judicial  settlement  under  conditions 
to  be  agreed  between  the  Governments. 

On  October  4,  1922,  the  Secretary-General  of  the  League  of 
Nations  transmitted  to  the  Registrar  of  the  Permanent  Court 
of  International  Justice  a  copy  of  the  above  resolution  "for  the 
information  of  the  Permanent  Court  of  International  Justice." 
This  was  not  treated  as  a  request  for  an  advisory  opinion  under 
Article  72  of  the  Rules  of  Court,  but  such  a  request  was  sent  by 
the  Secretary-General  on  November  6,  1922.  The  matter  was 
before  the  Court  as  a  request  for  an  advisory  opinion,  although 
at  various  stages  in  the  proceedings  it  was  referred  to  by  counsel 
as  if  Great  Britain  and  France  were  parties  before  the  Court  in 
a  dispute  between  them. 

The  arrangements  for  calling  an  extraordinary  session  of  the 
Court  were  made  by  the  President  with  the  aid  of  suggestions 
from  the  British  and  French  Governments.  The  two  Govern- 
ments fixed  upon  November  25,  1922,  as  the  date  for  the  submission 
of  cases,  and  December  23,  1922,  as  the  date  for  the  submission 
of  counter-cases.  When  the  Court  met  in  extraordinary  session 
to  consider  the  matter  on  January  8,  the  British  Government 
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was  represented  by  Mr.  George  Mounsey,  as  Agent,  and  by  the 
Right  Hon.  Sir  Douglas  Hogg,  K.C.,  M.P.,  His  Britannic  Maj- 
esty's Attorney-General,  and  the  Right  Hon.  Sir  Ernest  Pollock, 
Bart.,  K.B.E.,  K.C.,  M.P.,  as  Counsel.  The  French  Government 
was  represented  by  M.  Merillon  as  Agent  and  Professor  de  Lapra- 
delle  as  Agent -Adjoint.  Each  Government  submitted  a  case  and 
a  counter  case,  and  the  Court  also  heard  oral  arguments  from 
both.  The  arguments  before  the  Court  consumed  five  days, 
and  during  the  extraordinary  session  Januar}^  8  to  February  7, 
the  Court  held  twenty  meetings. 

The  dispute  had  arisen  as  a  consequence  of  the  promulgation 
by  the  French  Government  of  decrees  converting  certain  British 
subjects  in  Tunis  and  Morocco  (French  zone)  into  French  citizens, 
with  the  consequence  that  the  French  Government  began  to 
enforce  a  Uabihty  for  military'  service  in  the  French  army.  Ex- 
tended negotiations  between  the  British  and  French  Governments 
had  been  conducted  before  the  original  communication  of  the 
question  to  the  Council  of  the  League  of  Nations.  In  these 
negotiations,  Great  Britain  had  rehed  upon  various  treaties  apply- 
ing to  the  French  protectorates  over  Tunis  and  Morocco,  espe- 
cially the  Anglo-French  arrangement  of  September  18,  1897, 
containing  a  most-favored-nation  clause.  But  the  British  insist- 
ence had  failed  to  produce  any  modification  in  the  French  decrees, 
and  the  French  Government  had  contended  throughout  that 
the  matter  was  not  open  to  settlement  by  diplomatic  negotiation. 

The  argument  before  the  Court  was  addressed  to  the  single 
question  of  the  nature  of  the  dispute,  and  the  Court  verj-  con- 
scientiously confined  itself  to  the  hmits  of  that  question.  The 
British  Government  contended  that  the  existence  and  abrogation 
of  various  treaties  were  involved,  as  well  as  tlie  construction  of 
the  terms  of  such  treaties,  with,  the  result  that  the  question  must 
be  one  of  an  international  nature.  The  French  Government 
contended  on  the  other  hand,  that  "the  sovereign  right  of  a 
nation  to  legislate  upon  nationahty  questions  within  its  own 
territorj'  governs  the  situation  m  Tunis  and  Morocco  under 
French  jjrotectorate  as  in  France  itself."  It  was  insisted  that  the 
French  protectorates  in  Tunis  and  Morocco  demanded  the  "pro- 
gressive assimilation  of  the  customs  and  laws  of  the  protectorate 
to  those  of  the  protecting  countrj'."    France  refused  to  admit  that 
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there  was  any  Kmit  on  her  power  in  this  respect  as  a  result  of 
any  appUcable  international  engagement. 

On  February  7,  1923,  the  Court  handed  dovm  a  unanimous 
opinion  holding  that  the  dispute  "is  not,  by  international  law, 
solely  a  matter  of  domestic  jurisdiction  (Article  15,  paragraph  8 
of  the  Covenant)."  In  the  first  place,  it  was  held  that  the  lan- 
guage of  the  Covenant  was  not  to  be  given  "an  extensive  interpre- 
tation." And  the  following  passage  from  the  opinion  of  the 
Court  seems  to  indicate  a  due  regard  for  the  influence  which  its 
pronouncements  are  Ukely  to  have  on  future  conduct: 

The  question  whether  a  certain  matter  is  or  is  not  solely  within  the 
jurisdiction  of  a  state  is  an  essentially  relative  question;  it  depends  upon 
the  development  of  international  relations.  Thus,  in  the  present  state 
of  international  law,  questions  of  nationality  are,  in  the  opinion  of  the 
Court,  in  principle  within  this  reserved  domain. 

It  was  clearly  held  that  a  dispute  does  not  achieve  an  interna- 
tional character  merely  as  a  consequence  of  its  being  brought 
before  the  Council  of  the  League  of  Nations,  nor  as  a  consequence 
of  appeals  by  a  party  to  the  dispute  to  engagements  of  an  interna- 
tional character.  The  Court  found  the  Aaland  Islands  case 
authority  for  this  proposition.  The  French  protectorates  of 
Timis  and  Morocco  were  examined  in  great  detail,  and  it  was 
concluded  that  while  a  state  possesses  exclusive  jurisdiction  in 
regard  to  nationahty  questions  in  its  own  territory,  it  is  a  question 
of  international  law  whether  such  a  jurisdiction  extends  over 
protected  territory  as  well.  The  French  Government  had  con- 
tended that  certain  treaties  relied  upon  by  Great  Britam  had 
lapsed  as  a  result  of  the  principle  of  rebus  sic  stantibus.  This 
was  held  by  the  Court  to  be  a  question  of  international  law. 
The  effect  of  British  declarations  in  the  past  with  regard  to  Tunis 
was  also  found  to  be  involved,  and  this  was  clearly  a  question  of 
international  law.  Great  Britain's  reliance  on  the  most-favored- 
nation  clause  in  the  Anglo-French  arrangement  of  September  18, 
1897,  had  also  raised  a  question  of  international  law. 

It  is  notable  that  the  French  judge  on  the  Court,  Judge  Weiss, 
concurred  in  the  opinion  that  for  these  numerous  reasons  the 
dispute  was  not  by  international  law  solely  a  matter  of  domestic 
jurisdiction. 
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TNTien  the  opinion  was  announced  on  February  7,  the  Agent 
for  the  French  Government  immediately  declared  that  its  con- 
clusions were  accepted  by  the  French  Government  and  that  the 
French  Government  desired  the  case  to  be  submitted  on  its 
merits  to  the  Permanent  Court  of  International  Justice.  This 
later  proposal  was  not  immediately  agreed  to  by  the  British 
Government,  however.  WTien  the  Court  again  met  on  June  15, 
1923,  the  French  and  British  Governments  informed  the  President 
of  an  amicable  arrangement  concluded  between  them  on  May  24, 
the  result  of  which  was  to  compromise  the  matter  in  such  a  way 
as  to  call  for  no  further  proceedings  before  the  Court.  The 
French  Government  had  agreed  to  permit  certain  British  nationals 
to  decUne  French  nationahty,  on  the  understanding  that  the 
privilege  of  declination  did  not  extend  to  succeeding  generations. 
It  was  stated  in  the  arrangement  that  neither  government  would 
abandon  its  point  of  \new,  nor  would  the  arrangement  itself 
form  a  precedent  for  the  future.  The  differences  between  the 
Governments,  therefore,  having  lost  their  practical  importance, 
did  not  call  for  further  proceedings  before  the  Permanent  Court 
of  International  Justice. 


Fifth  Advisory  Opfnion  of  the  Perm.a^nent  Court  of  Interna- 
tional Justice — Dispute  between  Finland  and  Russl*.* 

Where  an  advisory  opinion  on  the  legal  effect  of  treaty  provisions 
would  involve  a  prejudging  of  a  dispute  with  reference  to  the  execu- 
tion of  such  treaty  provisions,  the  Court  will  not  give  such  an  advisory 
opinion  unless  both  parties  submit  to  the  Court's  jurisdiction. 

On  April  21,  1923,  the  Council  of  the  League  of  Nations  adopted 
a  resolution  requesting  the  Permanent  Court  of  International 
Justice  to  give  an  advisory-  opinion  on  the  following  question: 
"Do  Articles  10  and  11  of  the  Treaty  of  Peace  between  Finland 
and  Russia,  signed  at  Dorpat,  on  October  14th,  1920,  and  the 
annexed  Declaration  of  the  Russian  Delegation  regarding  the 
autonomy  of  Eastern  CareUa,  constitute  engagements  of  an 
international  character  which  place  Russia  under  an  obhgation 

'Reported  in  Publications  of  the  Permanent  Court  of  International  Justice,  Series 
B,  No.  1. 
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to  Finland  as  to  the  carrying  out  of  the  provisions  contained 
therein? 

The  question  came  before  the  Court  at  its  fourth  session  which 
began  on  June  15,  1923.  Notice  of  the  request  had  been  cir- 
culated as  required  by  Article  73  of  the  Rules  of  Court,  and  by 
special  decision  notice  was  sent  to  the  Soviet  Government  of 
Russia.  Various  documents  were  submitted  to  the  Court  by 
the  Council  and  by  Fmland,  and  a  representative  of  the  Finnish 
Government  was  heard  in  oral  argument.  The  Russian  People's 
Commissary  for  Foreign  Affairs,  M.  Tchitcherb,  sent  the  Court 
a  long  telegram  statmg  that  his  government  found  it  "impossible 
to  take  any  part  in  the  proceedings"  which  it  regarded  as  "wath- 
out  legal  value  either  in  substance  or  in  form." 

In  its  opinion  announced  on  July  23,  1923,  the  Court  found 
that  an  "acute  controversy"  existed  between  Finland  and  Russia 
with  regard  to  the  Declaration  which  had  been  made  at  Dorpat 
concerning  Eastern  CareHa.  "The  Furnish  Government  main- 
tain that  it  forms  part  of  the  contract  between  the  two  countries 
and  that  the  Treaty  was  signed  on  the  terms  that  the  Declara- 
tion was  as  binding  as  the  Treaty  itself.  The  Soviet  Government 
maintain  that  the  Declaration  was  not  by  way  of  contract,  but 
was  only  declaratory  of  an  existing  situation  and  made  merely 
for  information."  To  attempt  to  deal  with  this  controversy  even 
to  the  hmited  extent  of  giving  an  advisory  opinion,  "would  be 
substantially  equivalent  to  deciding  the  dispute  between  the 
parties." 

But  the  Court  found  it  to  be  "well  established  in  international 
law  that  no  State  can  without  its  consent  be  compelled  to  submit 
its  disputes  with  other  States  either  to  mediation  or  to  arbitra- 
tion, or  to  any  other  kind  of  pacific  settlement."  The  Court 
intends  to  abide  by  this  principle  very  strictly.  "The  Court, 
being  a  Court  of  Justice,  cannot,  even  in  gi^'ing  advisory  opinions, 
depart  from  the  essential  rules  guiding  their  activity  as  a  Court." 
So  in  this  case  the  Court  regretfully  dechned  to  give  any  opinion. 
Yet  it  took  account  of  the  long  history  of  the  dispute,  and  added 
that  it  did  not  "regret  that  the  question  has  been  put"  by  the 
Council  of  the  League  of  Nations,  for  "all  must  now  realize  that 
the  Council  has  spared  no  pains  in  exploring  every  avenue  which 
might  possibly  lead  to  some  .solution." 
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Four  of  the  judges  did  not  share  the  conclusions  of  the  ma- 
jority, however.  These  conclusions  are  rather  curiously  referred 
to  as  an  "opinion,"  and  are  pubhshed  in  the  "Collection  of  Ad- 
visory Opinions,"  though  in  reality  they  amount  to  a  refusal  to 
give  an  opinion.  This  refusal  is  a  clear  indication  of  the  judges' 
determination  that  the  limitations  surrounding  judicial  action 
are  to  be  rigidly  observed,  even  in  the  exercise  of  their  function 
of  gi^^ng  ad^^sory  opinions. 


First  Judgment  of  the  Peraianent  Court  of  International 
Justice— Case  of  the  S.  S.  Wimbledon,  involving  free- 
dom of  the  Kiel  Canal  ' 

Article  380  of  the  Treaty  of  Versailles  of  June  28,  1919,  forbids 
Germany's  applying  to  the  Kiel  Canal  a  neutrality  order  which  would 
close  the  canal  to  a  British  vessel  under  French  charter  carrying 
mumtions  to  Dan2ig  for  transshipment  to  Poland  during  a  war  between 
Poland  and  Russia. 

On  January  16,  1923,  the  British,  French,  ItaUan  and  Japanese 
Governments  made  "apphcation"  to  the  Permanent  Court  of 
International  Justice  asking  for  judgment  whether  the  German 
Government  "is  present  or  absent,"  that  "the  German  authorities 
wrongfully  refused  on  March  21,  1921,  free  access  to  the  Kiel 
Canal  of  the  steamship  'Wimbledon,'  "  and  that  reparation  be 
awarded  for  the  loss  incurred  by  the  Wimbledon.  The  apphca- 
^^Vu"^^  provision  in  the  Treaty  of  Versailles  (Art.  380) 
that  The  Kiel  Canal  and  its  approaches  shaU  be  maintained 
free  and  open  to  the  vessels  of  commerce  and  war  of  all  nations 
at  peace  with  Germany  on  terms  of  entire  equality."  To  vest 
io«    l'"*!'"'^''  applicant  Powers  rehed  on  Article 

386  of  the  Treaty  of  VersaiUes,  though  Germany  seems  to  have 
been  entirely  wiUing  to  go  before  the  Court  and  did  not  at  any 
time  contest  the  jurisdiction.  ^ 

TT  ^  '^^  ^^'^^^  °^       ^^s^  ^hen  it  met  on  June  15,  1923. 

Under  Article  31  of  the  Court  Statute,  a  German  national,  Pro- 

Seri^^A!S  1"       ^"''"^"tions  of  the  Permanent  Court  of  International  Justice, 
'See  18  American  Journal  of  International  Law,  p.  II. 
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fessor  Walter  Schiicking  of  the  University  of  Berlin,  had  been 
named  by  Germany  to  sit  as  a  judge  ad  hoc.  On  June  28,  Poland's 
application  to  "intervene"  was  approved.  The  applicant  Powers 
had  submitted  a  case  on  March  17;  Germany  a  counter-case  on 
April  20;  the  applicants  a  reply  on  May  18;  and  Germany  a  re- 
joinder on  June  15.  Between  July  5  and  July  10  oral  arguments 
were  heard  by  the  agents  of  each  of  the  six  Powers  that  were 
parties,  the  German  agent  speaking  in  the  German  language 
and  the  other  agents  speaking  in  French  or  EngUsh. 

The  facts  were  admitted,  though  there  was  some  controversy 
as  to  whether  Poland  and  Russia  were  still  at  war  on  March  21, 
1921,  when  the  Wimbledon  was  excluded  from  the  Kiel  Canal. 
The  chief  problem  related  to  the  construction  to  be  placed  on 
Article  380  of  the  Treaty  of  Versailles.  In  the  judgment  handed 
do^Ti  on  August  17,  1923,  the  Court  found  "that  the  terms  of 
Article  380  are  categorical  and  give  rise  to  no  doubt."  The  con- 
clusion followed  "that  the  canal  has  ceased  to  be  an  internal  and 
national  navigable  waterway,  the  use  of  which  by  vessels  of 
states  other  than  the  riparian  state  is  left  entirely  to  the  discre- 
tion of  that  state,  and  that  it  has  become  an  international  water- 
way intended  to  provide  under  treaty  guarantee  easier  access 
to  the  Baltic  for  the  benefit  of  all  nations  of  the  world."  Hence 
the  Court  found  Germany  under  an  obligation  to  keep  the  Kiel 
Canal  "open,  on  a  footing  of  equality,  to  all  vessels,  without 
making  any  distinction  between  war  vessels  and  vessels  of  com- 
merce, but  on  one  express  condition,  namely,  that  these  vessels 
must  belong  to  nations  at  peace  with  Germany." 

The  Court  referred  to  the  "precedents  afforded  by  the  Suez 
and  Panama  Canals"  which  in  its  opinion  "invalidate  in  advance 
the  argument  that  Germany's  neutrality  would  have  necessarily 
been  imperilled  if  her  authorities  had  allowed  the  passage  of  the 
Wimbledon."  The  Canal  has  become  so  "assimilated  to  natural 
straits"  that  even  "the  passage  of  a  belligerent  man-of-war  does 
not  compromise  the  neutrality  of  the  sovereign  State  under  whose 
jurisdiction  the  waters  in  question  lie."  It  was  not  necessaiy 
to  say  whether  the  war  between  Poland  and  Russia  had  termi- 
nated, for  in  any  case  Germany  had  a  duty  by  treaty  to  allow  the 
Wimbledon  to  pass.  Her  refusal  was  therefore  wrongful,  and 
Germany  "is  responsible  for  the  loss  occasioned  by  this  refusal 
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and  must  compenbate  the  French  Government"  acting  on  behalf 
of  the  French  firm  of  charterers.  The  amount  of  compensation 
awarded  was  140,749.35  francs,  as  against  165,749.35  francs 
claimed. 

Three  of  the  judges  dissented,  including  the  German  national 
judge.  Judges  Anzilotti  (Italy)  and  Huber  (Switzerland)  thought 
that  the  "legal  status  of  the  Kiel  Canal  resembles  that  of  the 
internal  navigable  waterways  of  international  concern";  that 
Germany's  obhgation  to  maintain  the  Canal  free  and  open  "does 
not  exclude  her  right  to  take  the  measures  necessary-  to  protect 
her  interests  as  a  belligerent  or  neutral  power";  and  that  Germany's 
neutrahty  regulation  in  this  case  was  not  "an  arbitrary-  act  cal- 
culated unnecessarily  to  impede  traffic."  Judge  Schucking  (Ger- 
many) thought  that  a  servitude  had  been  imposed  on  the  Kiel 
Canal,  which  called  therefore  for  a  restrictive  interpretation;  and 
in  this  case  the  passage  of  the  Wimbledon  would  not  have  been 
"compatible  with  Germany's  duties  as  a  neutral  toward  Russia." 

The  decision  is  a  notable  one  for  several  reasons.  It  is  the 
first  contested  case  to  come  before  the  Permanent  Court  of  Interna- 
tional Justice,  all  the  other  cases  haA-ing  come  by  requests  for 
advisory-  opinions.  It  is  the  first  case  in  which  a  speciaUv  chosen 
national  judge  has  participated.  It  wiU  constitute  for  the' future  a 
valuable  addition  to  international  law  as  to  the  Kiel  Canal  and  as 
to  the  use  of  all  inter-oceanic  canals  in  time  of  war. 

Sixth  Ad%i.sory  Opinion  of  the  Perm.\nent  Court  of  Ixter- 
NATioxAL  Justice— Protection  of  GERiL\N  Settlers  in 

POL.\ND  ' 

Poland's  international  obligations  under  the  Minorities  Treaty 
ot  June  28,  igrg,  involve  the  protection  of  German  colonists  sent 
mto  German  Poland  before  the  war,  requiring  Poland  to  respect 
contracts  and  leases  made  by  the  German  Government  with  these 
colomsts;  and  the  position  taken  by  Poland  after  the  war  was  not 
m  conformity  with  its  mtemational  obhgations. 

On  Februarj-  3,  1923,  the  Council  of  the  League  of  Nations 
adopted  a  resolution  requesting  the  Permanent  Court  of  Interna- 
Seri^a       6°  °^        Permanent  Court  of  International  Justice, 
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tional  Justice  to  give  an  advisory  opinion  on  two  questions:  (1) 
whether  Poland's  refusal  to  recognize  contracts  and  leases  made  by 
certain  German  colonists  with  the  German  Colonization  Com- 
mission before  the  end  of  the  war,  involved  an  international 
obligation  within  the  competence  of  the  League  of  Nations  under 
the  Polish  Minorities  Treaty  of  June  28,  1919;  and,  (2)  if  so, 
whether  Poland's  position  with  respect  to  these  contracts  and 
leases  was  in  conformity  with  her  international  obUgations. 

The  matter  came  before  the  Court  when  it  met  for  its  fourth 
session  on  June  15,  1923.  Various  documents  were  submitted 
by  the  Council  of  the  League  of  Nations  and  by  the  Polish  and 
German  Governments.  Oral  arguments  were  heard  also  by  the 
representatives  of  the  Polish  Government,  Count  Rostoworski  and 
Sir  Ernest  Pollock,  formerly  Attorney-General  of  Great  Britain, 
and  by  the  representative  of  Germany,  M.  Schiffer,  ex-minister 
of  Justice. 

The  Polish  Government  had  ousted  two  classes  of  German 
colonists:  those  holding  under  contracts  entitling  the  colonist 
to  receive  title  to  the  land,  where  the  definitive  conveyance  had 
not  been  completed  until  after  the  armistice  of  November  11, 
1918;  and  those  holding  under  leases  for  which  such  contracts 
had  been  substituted  after  the  date  of  the  Armistice.  On  May 
17,  1922,  the  Council  of  the  League  of  Nations  had  requested 
Poland  to  suspend  such  measures. 

In  its  opinion  announced  on  September  10,  1923,  the  Court 
first  considered  the  competence  of  the  League  of  Nations  to  deal 
with  the  matter,  under  the  provisions  of  the  Minorities  Treaty. 
In  this  connection,  it  held  that  "the  fact  that  no  racial  dis- 
crimination appears  in  the  text  of  the  law  of  July  14,  1920,  and 
that  in  a  few  instances  the  law  apphes  to  non-German  PoUsh 
nationals  who  took  as  purchasers  from  original  holders  of  German 
race,  makes  no  substantial  difference.  .  .  .  There  must  be 
equality  in  fact  as  well  as  ostensible  legal  equality  in  the  sense 
of  the  absence  of  discrimination  in  the  words  of  the  law."  It 
then  held  that  the  German  Government  "is  to  be  considered  as 
having  continued  to  be  competent  to  undertake  transactions 
falling  within  the  normal  administration  of  the  country"  m 
the  period  between  November  11,  1918,  when  the  Armistice  was 
signed,  and  January  10,  1920,  when  the  Treaty  of  Versailles 
came  into  force. 
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Proceeding  then  to  examine  the  legal  character  of  the  contracts 
under  which  the  settlers  held,  the  Court  found  that  they  were 
enforceable  contracts  which  gave  interests  in  the  land  not  unlike 
the  interests  of  a  holder  of  an  equitable  title  in  Anglo-American 
law.  "A  purchaser  acquired  a  jus  ad  rem,  and  after  auflassung 
had  a  jus  in  re."  And  it  was  careful  to  annoimce  that  "the  fact 
that  there  was  a  poUtical  purpose  behind  the  colonisation  scheme 
cannot  affect  the  private  rights  acquired  imder  the  law."  Such 
private  rights,  whether  acquired  by  contract  or  by  lease,  "do  not 
cease  on  a  change  of  sovereignty,"  nor  is  any  treaty  pro\Tsion 
required  to  preserv-e  them.  No  pro\nsions  in  the  Treaty  of 
Versailles  had  prohibited  Germany's  dealing  with  such  rights 
in  the  ordinarj-  normal  way,  even  after  the  Armistice,  and  hence 
Poland  was  bound  to  respect  such  dealing  on  talcing  over  the 
governance  of  the  territory'.  The  Court  therefore  pronounced 
that  "the  position  adopted  by  the  Polish  Government  .  .  .  was 
not  in  conformity  with  its  international  obHgations." 

TMien  the  question  later  came  before  the  Council  of  the  League 
of  Nations  on  December  17,  1923,  Poland  announced  that  her 
poUcy  would  be  re-shaped  to  accord  -n-ith  the  law  enunciated  by 
the  Court,  and  agreed  to  compensate  colonists  already  ousted 
illegally  and  suspend  further  proceedings  against  other  colonists. 


Seventh  Adahsory  Opixiox  of  the  PERiiAXEXT  Court  of 
International  Justice — Acquisition  of  Polish  National- 
ity BY  German  Settlers  ^ 

Under  the  Treaty  for  the  Protection  of  Minorities  in  Poland,  the 
Council  of  the  League  of  Nations  is  competent  to  deal  with  questions 
as  to  acquisition  of  Polish  nationality  by  German  Settlers,  and  Article 
4  of  the  Treaty  makes  habitual  residence  of  parents  at  the  date  of 
birth  of  settlers  concerned,  but  not  at  any  later  date,  a  condition  of 
acquiring  nationality. 

On  July  7,  1923,  the  Council  of  the  League  of  Nations  adopted 
a  resolution  requesting  the  Permanent  Court  of  International 
Justice  to  give  an  advisory  opinion  on  the  competence  of  the 

'  Reported  in  Publications  of  the  Permanent  Court  of  International  Justice, 
Series  B,  No.  7. 


522 


WORLD  PEACE  FOUNDATION 


League  of  Nations  under  the  IVIinority  Treaty  between  the  Prin- 
cipal Allied  and  Associated  Powers  and  Poland,  and  on  the  proper 
interpretation  to  be  placed  on  Article  4  of  that  Treaty.  The 
Court  was  in  session  when  the  resolution  was  adopted,  and  became 
seised  of  the  questions  on  receipt  of  a  letter  from  the  Secretary- 
General  of  the  League,  dated  Jiily  11,  1923. 

Notice  of  the  request  was  sent  to  all  Members  of  the  League  of 
Nations,  to  the  United  States,  Ecuador  and  the  Hedjaz  as  states 
mentioned  in  the  Annex  to  the  Covenant,  and  to  the  German 
Government.  The  decision  of  the  Court  to  send  notice  to  Ger- 
many has  evoked  some  adverse  criticism  on  the  ground  that 
Germany  is  not  a  party  in  interest  with  respect  to  a  question 
arising  imder  the  Minority  Treaty  between  the  Allied  Powers  and 
Poland,  even  though  the  question  relates  to  a  Germanic  group 
in  Poland.  But  the  Court's  action  would  seem  to  have  been  a 
proper  exercise  of  discretion,  even  though  Article  73  of  the  Rules 
of  Court  did  not  require  it.  Oral  arguments  were  heard  on  behalf 
of  Poland  and  of  Germany,  but  Rumania's  request  to  be  heard 
came  too  late. 

The  question  was  originally  raised  by  a  petition  of  November  12, 
1921,  of  the  Germanic  League  of  Bydgoszcz  submitted  to  the 
Council.    Article  4  of  the  Minority  Treaty  provides  that 

Poland  admits  and  declares  to  be  Polish  nationals  ipso  facto  and  without 
tiic  requirement  of  any  formality  persons  of  German,  Austrian,  Hun- 
garian or  Russian  nationality  who  were  born  in  the  said  territory  of 
parents  habitually  resident  there,  even  if  at  the  date  of  the  coming  into 
force  of  the  present  treaty  they  are  not  themselves  habitually  resident 
there. 

The  Polish  Government  had  decided  to  treat  certain  persons 
who  were  former  German  nationals  as  not  having  acquired  Polish 
nationahty  and  as  continuing  to  possess  German  nationaUty, 
because  their  parents  were  not  habitually  resident  in  the  terri- 
tory, both  on  the  date  of  birth  of  the  person  concerned  and  on 
the  date  when  the  Minority  Treaty  came  into  force  on  January  10, 
1920.  When  the  question  was  raised  in  the  Council  of  the  League 
of  Nations,  Poland  contended  that  it  was  not  within  the  juris- 
diction of  the  Council,  which  was  hmited  to  questions  concerning 
minorities  consisting  of  PoUsh  nationals.  It  was  necessary  for 
the  Court  therefore  to  deal  with  this  basic  question  of  jurisdiction. 
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as  well  as  with  the  proper  interpretation  of  the  nationality  pro- 
visions of  the  treaty. 

In  the  unanimous  opinion  handed  down  on  September  15, 
1923,  the  Court  held  that  the  matter  was  within  the  competence 
of  the  League  of  Nations.  The  statesmanship  of  the  Court  is 
e\-idenced  by  its  general  appreciation  of  the  nature  of  the  minorities 
treaties,  and  the  office  which  they  are  designed  to  serve  in  the 
postwar  world: 

The  Minorities  Treaties  in  general,  and  the  Polish  Treaty  in  particular, 
have  been  concluded  with  new  States,  or  with  States  which,  as  a  result 
of  the  war,  have  had  their  territories  coasiderably  enlarged,  and  whose 
population  was  not  therefore  clearly  defined  from  the  standpoint  of 
political  allegiance.  One  of  the  first  problems  which  presented  itself  in 
connection  with  the  protection  of  the  nunorities  was  that  of  preventmg 
these  States  from  refusmg  their  nationahty,  on  racial,  religious  or  Imguistic 
grounds,  to  certain  categories  of  persons,  m  spite  of  the  link  which  effec- 
tively attached  them  to  the  territory  allocated  to  one  or  other  of  these 
States.  It  is  clearly  not  a  purely  fortuitous  circumstance  that  the  Treaties 
for  the  protection  of  mmorities  contam  provisions  relatmg  to  the  acquisi- 
tion of  nationality.  Agam,  the  fact  that  m  some  cases  these  proW^ions 
merely  repeat,  either  m  their  entirety  or  in  part,  prmciples  laid  down 
in  the  Peace  Treaties,  would  appear  to  be  explained  bv  the  mtention  to 
extend  to  these  principles  the  guarantee  of  the  League  of  Nations,  no 
matter  what  points  of  difference  or  resemblance  there  mav  be  between 
these  treaties. 

Lord  Finlay  concurred  in  the  conclusions  of  the  Court,  but  he 
would  have  gone  further  in  his  definition  of  the  minorities  pro- 
tected by  the  treaty : 

It  therefore  appears  that  while  such  elementarv  rights  as  those  of 
hfe  and  liberty  are  secured  to  all  hihabitants,  there  are  a  great  many 
rights  secured  to  Polish  ressortissants  only,  and  it  is  with  regard  to  such 
rights  that  the  question  of  unfair  treatment  of  minorities  must  arise 
m  the  immense  majority  of  cases.  Of  course,  it  is  conceivable  that  there 
might  be  a  case  m  which  protection  for  life  and  libertv  was  refused  to 
some  unpopular  minority  of  hihabitants.  In  that  c^e  the  minority 
would  be  one  of  a  mass  of  hihabitants,  whether  Polish  nationals  or  not- 
but  such  cases  must  be  rare.  The  point  will  arise  hi  the  immense  majority 
of  cases  with  regard  to  such  Articles  as  7,  8  and  9  and  the  rights  which 
they  confer  on  all  Polish  ressortisaants  mcludmg  German  or  other 
mmorities. 
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Having  decided  the  question  of  competence,  the  Court  pro- 
ceeded to  hold  that  the  PoUsh  Government  had  improperly 
required  that  parents  of  the  persons  in  question  should  be  Hving 
in  the  territory  on  January  10,  1920,  as  well  as  on  the  date  of  birth 
of  their  children.  It  was  of  the  opinion  that  the  clause  of  the 
Treaty  quoted  "leaves  little  to  be  desired  in  the  nature  of  clear- 
ness." And  it  was  pointed  out  that  the  interpretation  contended 
for  by  Poland  would  have  the  effect  of  depriving  of  Polish  na- 
tionality a  person  born  in  Poland  of  parents  habitually  resident 
there  at  the  time,  simply  because  his  parents  were  dead  on  January 
10,  1920. 

The  advisory  opinion  was  duly  transmitted  to  the  Secretary- 
General  of  the  League  of  Nations,  and  on  September  22,  1923,  the 
Council  "adopted"  it.  The  matter  has  since  been  the  subject  of 
negotiation  between  Poland  and  Germany,  though  Poland  ap- 
pears to  be  disposed  to  acquiesce  in  the  decision  of  the  Court. 

Eighth  Advisory  Opinion  of  the  Permanent  Court  of  In- 
national  Justice — The  Jaworzina  Boundary  Question 
Between  Poland  and  Czechoslovakia^ 

A  decision  by  the  Conference  of  Ambassadors  with  reference  to 
the  boundary  between  Poland  and  Czechoslovakia,  accepted  by 
both  States,  was  definitive  and  the  question  was  not  reopened  by  later 
negotiations. 

On  September  27,  1923,  the  Council  of  the  League  of  Nations 
adopted  a  resolution  requesting  the  Permanent  Court  of  Interna- 
tional Justice  to  give  an  advisory  opinion  on  the  question  whether 
the  delimitation  of  the  frontier  between  Poland  and  Czecho- 
slovakia in  the  region  known  as  the  Spisz  district  (Jaworzina) 
was  still  open,  or  whether  it  should  be  considered  as  settled  by  a 
definitive  decision  of  the  Conference  of  Ambassadors.  The 
resolution  set  forth  the  case  of  the  Polish  Government  and  the 
case  of  the  Czechoslovak  Government,  and  the  Council  requested 
the  two  governments  concerned  to  be  prepared  to  assist  the  Court 
by  furnishing  it  with  relevant  documents  and  information.  A 
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dossier  communicated  to  the  Council  by  the  Conference  of  Ambas- 
sadors was  transmitted  to  the  Court. 

The  Court  became  seised  of  the  matter  on  receipt  of  a  letter 
from  the  Secretarj'-General  of  the  League  of  Nations,  dated 
September  29,  1923.  In  ^•iew  of  the  urgency,  the  Court  convened 
in  extraordinary  session  on  November  12,  1923.  This  session 
continued  from  November  12  to  December  6,  when  the  opinion 
was  handed  down.  The  Pohsh  Government  was  represented  by 
M.  Mrozowski,  President  of  the  Supreme  Court  of  Poland,  and 
the  Czechoslovak  Government  by  Professor  Krcmar  and  Dr. 
Krno.    Oral  arguments  on  both  sides  were  heard  on  November  14. 

The  question  of  the  boundarj'  between  Poland  and  Czecho- 
slovakia had  long  been  before  the  Conference  of  Ambassadors 
at  Paris,  which  on  July  27,  1923,  decided  to  lay  the  difficulties 
before  the  Council  of  the  League  and  to  ask  the  Council  to  recom- 
mend a  solution.  It  was  stated  that  the  Governments  represented 
in  the  Conference  of  Ambassadors  would  have  no  objection  should 
the  Council  see  fit  to  ask  the  opinion  of  the  Court  of  International 
Justice  on  the  legal  questions  involved.  It  had  been  decided  on 
September  27,  1919,  that  a  plebiscite  should  be  held  in  the  Spisz 
district,  but  so  many  difficulties  developed  that  the  Spa  Conference 
in  July,  1920,  suspended  this  arrangement.  On  July  28,  1920, 
the  Conference  of  Ambassadors  at  Paris  had  decided  upon  a 
boundarj'  Une  between  Poland  and  Czechoslovakia,  subject  to 
modifications  of  detaU  by  a  dehmitation  commission.  This 
decision  had  been  accepted  by  both  Poland  and  Czechoslovakia. 
Later  negotiations  had  been  imdertaken,  however,  which  con- 
tinued for  three  years  without  reaching  any  different  result. 
So  it  became  necessarj'  to  determine  whether  the  decision  of  the 
Conference  of  Ambassadors  of  July  28,  1920,  had  a  final  character. 

The  opinion  of  the  Court  was  unanimous  that  the  decision  of 
July  28,  1920,  was  to  be  treated  as  definitive.  "The  final  character 
of  the  decision  referred  to  above  is  also  shown,  with  special  clear- 
ness, by  the  declaration  appended  to  the  decision,  which  is  signed 
by  the  plenipotentiaries  of  Poland  and  Czechoslovakia."  Not 
only  was  "the  task  entrusted  to  the  Conference  of  Ambassadors 
by  the  Supreme  Council  fulfilled  by  the  decision  of  the  Conference, 
but  the  decision  itself  was  put  into  execution."  It  was  necessarj' 
for  the  Court  to  review  the  entire  history  of  the  negotiations 
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which  followed  the  Spa  Conference.  Throughout  this  review, 
the  Court  showed  a  disposition  to  take  account  of  the  complexities 
of  the  postwar  situation  and  the  diflBculties  in  stabilizing  it. 

"Wlien,  as  a  result  of  the  European  War  and  the  dissolution  of  the 
Austro-Hungarian  Monarchy,  Poland  and  Czechoslovakia  were  re- 
established as  independent  States,  their  frontiers  were,  generally  speaking, 
indicated  by  the  same  historical  and  ethnological  factors  which  had  led  to 
their  reconstitution. 

The  necessity  remained,  however,  either  for  a  formal  pronouncement 
with  regard  to  the  extent  of  the  territories  respectively  allocated  to  two 
States  above-mentioned  or  for  a  settlement  of  territorial  questions  in 
regions  where,  owing  to  special  circumstances,  the  historical  or  ethnolog- 
ical frontier  remained  uncertain  or  met  with  difficulties  which  prevented 
the  parties  concerned  from  voluntarily  accepting  it. 

The  task  of  ensuring  the  recognition  of  the  frontiers  of  the  new  States 
and  of  settling  disputes  which  might  arise  between  them  was  undertaken 
by  the  Principal  Allied  and  Associated  Powers  represented  in  the  Supreme 
Council  then  sitting  at  Paris." 

But  the  two  States  were  held  to  have  given  to  the  decision  of  the 
Conference  of  Ambassadors  "over  and  above  the  authority  pos- 
sessed by  a  decision  of  the  Principal  Allied  and  Associated  Powers," 
the  "force  of  a  contractual  obligation." 

A  question  also  arose  as  to  the  effect  of  later  interpretations 
placed  on  the  decision  by  the  Coixference  of  Ambassadors  itself. 
The  Court  refused  to  admit  that  the  Conference  was  competent 
to  change  the  clear  effect  of  a  decision  by  a  later  interpretation. 

"The  duties  of  the  Conference,  as  has  already  been  pointed  out  by  the 
Court,  had  some  points  in  common  with  those  of  an  Arbitrator  entrusted 
by  two  States  with  the  settlement  of  a  frontier  dispute  between  them. 
But  in  the  absence  of  an  express  agreement  between  the  parties,  the 
Arbitrator  is  not  competent  to  interpret,  still  less  modify  his  award  by 
revising  it.  The  decision  of  July  28th,  which  was  accepted  by  the  Polish 
and  Czechoslovak  Governments,  contains  no  mention  of  an  agreement 
of  this  kind." 

Through  long  and  tedious  negotiations  by  different  officials,  the 
Court  traced  the  history  of  the  efforts  to  reach  a  settlement  of 
the;,boundary  question  without  its  aid.  In  the  end,  it  was  deter- 
mined that  these  negotiations  did  not  have  the  effect  of  upsetting 
the  original  decision  of  the  Conference  of  Ambassadors  on  July  28, 


WORLD  PEACE  FOUNDATION 


527 


1920,  which  is  definitive.  It  was  pointed  out,  however,  that  this 
decision  should  be  appUed  in  its  entirety,  with  authority  in  the 
deUmination  commission  to  make  modifications  of  detail  in 
marking  out  the  actual  boundary. 

The  ad%'isorj'  opinion  was  duly  transmitted  to  the  Council  of 
the  League  of  Nations  which  met  in  Paris  in  December,  1923. 
An  effort  has  since  been  made  to  reach  agreement  between  Poland 
and  Czechoslovakia  on  the  basis  of  the  Court's  conclusions. 
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Franco-Prussian  war,  current  effects  IV,  220 
Franoqui,  Emile,  member  of  First  Com- 
mittee of  Experts  VI,  347 

Frankfurt,  treaty  of  V,  64,  68 

Freedom  of  transit  IV,  78-82 

see  also  League  of  Nations,  Com- 
munications and  Transit. 
French: 

official  language  of  Court  of  Inter- 
national Justice  IV,  290 

official  language  of  Peace  Conference 

IV,  28 

Fry,  Sir  Edward  IV,  337-338 

Fuad  Pasha,  AU  VI,  145,  149 

Fullam,  Rear  Adml.  William  Freeland 

IV,  251 

Fuss,  H  V,  252 

Galioia,  see  Eastern  Galicia. 

GaUone.  G  V,  252 

Garay,  Narciso,  delegate  to  First  Assem- 
bly of  League  of  Nations.. IV,  31,  204 
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Garcia  y  Ensenat,  Ezequiel,  delegate  to 
First  Assembly  of  League  of  Na- 
tions IV,  203 

Gases,  poisonous; 

asphyxiating  v,  258 

frowned  upon  by  Military,  Naval  and 

Air  Commission  IV,  358 

use  in  war  IV,  223-225 

Geddes,  Sir  Auckland  C  VI,  158 

General  bureau  for  regulation  of  arms 

traffic,  expenditures  IV,  129 

General  Confederation  of  Co-operatives 

for  Devastated  Regions  V,  143 

Geneva  Arbitration  V,  337 

Geneva,  seat  of  First  Assembly  of  League 

of  Nations  IV,  7 

Genoa  Conference: 

nonaggression  pact,  text  of  VI,  135 

participation  of  Germany  and  Russia 

VI,  138 

George,  David  Lloyd,  see  Lloyd  George, 
David. 

George  IV  of  England,  attitude  toward 
R>issia's  proposal  for  limitation  of 

armaments  IV,  315-316 

Georgia: 

admission  to  League  considered 

IV,  136,  141-142,  155-158,  162-164 

decision  of  Assembly  IV,  164 

population  and  revenue  IV,  207 

suzerainty  over  residents  of  Batum  VI,  148 
Germany : 

acknowledgment  of  treaty  as  lawful 

judgment  V,  69 

admission  to  League,  discussed  by 

Edward  M.  House  VI,  76 

advances  to  her  Allies  VI,  492 

advisory  opinion  of  Permanent  Court 
in  re  German  settlers  in  Poland 

VI,  519-521 

aerial  disarmament  V,  88 

aeronautical  material  V,46 

agreement   as   to   neutralization  of 

Aaland  Islands  IV,  421-424 

alliance  movements  against. . .  .VI,  95-111 
Allied  refusal  of  time  to  consult. . . .  V,  73 

Allied  rejection  of  proposals  V,  70 

analysis  of  possibilities  for  payment  V,  54 

annuities  V,  68,  72 

approval  of  agreement  between  In- 
jured Mine  Operators  and  Coal 
Syndicate  on  water-borne  coal, 

July  27,  1921  V,  127 

armies  of  occupation  in  V,  149 

expenditure  by  VI,  497 

assets  abroad  during  postwar  period 

VI,  494-498 

assets  abroad  in  1914  VI,  491 

assets  during  period  of  war . .  .  VI,  492-494 
attitude  on  protection  of  minorities 

in  1878  IV,  135 
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attitude  on  reparation,  responsibility 

for  non-German  reparation.  .V,  16,  17 
attitude  toward  limitation  of  arma- 
ment proposals — 

by  France,  1868  IV,  320-327 

by  Hague  Conference  IV,  335 

banknotes,  foreign,  in  VI,  498 

banknotes,  sale  of  VI,  495^96 

British  German  Reparation  Recoverj- 

Act  V,  97 

budget  for  1924 — 

execution  of  Versailles  treaty  VI,  479 

extraordinary  VI,  478 

ordinary  VI,  477 

budget  for  1924-25  VI,  404-410 

budget  of  the  Reich — 

expenditure,  reduction  of  V,  155 

resources  V,  154 

budgets  1920-21,  1921-22,  1922-23 

V,  147-150 

cables  V,  40 

capacity  to  pay  V,  54-55 

capital,  exportation  of  V,  156 

capital,  levy  on  V,  155 

case  before  Permanent  Court  V,  244 

cash  moratorium  V,  100 

cash  payments   made  under  peace 

treaty  VI,  494-495 

claims  against  for  damages  IV,  215 

claims  to  Pacific  Islands  IV,  140 

coal  deliveries  on  French  prewar  con- 
tracts V,  128 

coal,  price  of  VI,  315 

coal  production  and  export  in  1913  V,  121 
collection  of  customs  duties  on  left 

bank  of  Rhine  V,  110 

Committee  of  Guaranties 

V.  106,  150,  156,  197-198 
concessions    obtained    from  Russia 

VI,  143-144 
contract  of  substitution  for  industrial 

material  V,  42 

credit  operations  prevented  V,60 

credite,  May  1,  1921-April  30,  1922  V,  204 
currencies  circulating  on  January  31, 

1924  VI,  471^72 

currency  value,  variation  of  V,  151 

customs  cordon  around  Ruhr  basin  V,  110 

customs  duties  le%-ied  V,  66 

customs  receipts  levy  V,  110 

death  duties  VI,  416 

default  declared  as  of  May  5,  1921 .  .  V,  88 
Delegation  on  Conditions  of  Peace  V,  49 
deliveries  and  payments  on  pre-May 

1,  1921,  account  V,  202-204 

depreciation  of  currency  V,  150 

depreciation  of  mark  V,  107,  108 

destroyed  war  material  credited  V,  47 

destruction  of  war  material  V,  46 

diaarm»ment....V,  46-47,  61,  88,  148,  406 
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economics  of  cash  payments  V,  91 

estimated  restoration  V,  67 

evacuation  of  bridgeheads  by  Allies  VI,  218 
evaluation  against  reparation  claims  V,  78 
exchange,  effect  of  payment  of  May  15, 

1921,  on  V,  95 

exchange  fluctuation  V,  151 

exchange,  re-establishment  of  mark  V,  108 
expenditure  by  foreigners  living  in 

VI,  496^97 

expenditure  for  reparation  collection  V,  38 
export  licenses  controlled  in  Rhine 

territorj-  V,  110 

export  of  commodities  V,  91 

export  values  levj-  V,  110 

exports  V,  81 

failure  of  loan  negotiations  in  England  V,  99 
failure  on  obligations  notified  to  Allies 

V,  92 

fiduciary  circulation,  scheme  on.  . .  .V,  102 
finance,  re-organization  of,  proposed 

VI,  253-254 

finances  V,  103,  146 

fiscal  burden  constituted  by  death  du- 
ties VI,  416 

fleet  material  V,  47 

fleet  tonnages,  1914  and  1921  IV,  242 

flight  of  German  capital  VI,  238 

foreign  assets,  depreciation  of  VI,  492 

foreign  investments  in  VI,  497-498 

French  productive  guaranties  propos- 
als V,  110 

French  proposal  for  reparation  pay- 
ments  V,  59 

French  threats  of  force  V,  83 

gold,  sale  of   VI,  494,  496 

Great  Britain  votes  credit  for  food- 
stuffs for  German  miners  V,  125 

growth  of  standing  armies  in  IV,  220 

Guaranties,  Conmiittee  of 

V,  106,  150,  156,  197-198 
import  licenses  controlled  in  Rhine 

territory  V,  110 

imports,  surplus  of  VI,  492 

imports,  surplus  of,  during  postwar 

period  VI,  494 

income  from  investments  abroad 

VI,  497^98 

incomes,  comparative  VI,  480—485 

instruments  of  payment  in  circulation, 

January,  1924  VI,  475 

insurance,  earnings  from  VI,  497 

interallied  commissions,  cost  of  V,  149 

international  banking  credits  VI,  239 

international  loan 

V,  52,  57,  99,  106,  108,  15^167 
International  Loan  Committee  V,  159-166 
judgment  by  Permanent  Court  on  free- 
dom of  Kiel  Canal  VI,  517-519 
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Kriegslastenkommission,  note  of  April 

22.1921  V,  78,  92,  93 

liquidation  of  private  property  V,  151 

liqmdation  of  property  abroad ....  VI,  220 
lists  of  reparation  damage  received. . .  V,  77 

loan  negotiations,  failure  of  V,  99,  108 

loan  proposal  by  Allied  Powers  V,  56 

loan  transactions,  proposed  V,  159 

loans  and  le\-y  on  capital  V,  155 

loans,  foreign  V,  155 

loans,  internal  V,  155 

losses  in  World  War  IV,  215 

McKenna  Report  on  financial  condi- 
tion of  VI,  486-498 

see  also  Reparation,  Second  Com- 
mittee of  Experts, 
majority  report  of  experts  on  financial 

situation  VI,  231-236 

mark  credits,  sale  of,  to  foreigners 

VI,  495-496 

mark,  stabilization  of  VI,  231-235 

member  of  Advisory  and  Technical 
Committee  for  Communications 
and  Transit  V,  229 

member  Ad\nsory  Committee  on  Traf- 
fic in  Opium  V,  229 

member  of  Committee  on  Intellectual 

Co-operation  V,  229 

member  of  Eiu'opean  Health  Confer- 
ence  V,  285 

member  of  International  Labor  Or- 
ganization V,  229,  247 

military  and  naval  expenditure,  1872- 

1921  V,  217 

military  and  naval  matiriel  surren- 
dered  V,  44-45 

military  convention  with  Russia  un- 

proven  VI,  143 

military  disarmament  V,  88 

miners — 

acquisition  of  foodstuffs  premium 
for  V,  124 

appointment  of  commission  by  Al- 
lies for  enquiry  on  conditions  of 
life  among  V,  124 

foodstuffs  credit  voted  by  Great 
Britain  V,  125 

malnutrition  among  V,  122 

minority  report  on  financial  situation 

VI,  236-243 

monopolies  VI,  307-314 

moratorium  plea  decision  V,  101-102 

naval  disarmament  V,  88 

nonaggression   pact   offer   to  Allied 

Powers  VI,  106-107 

reasons  for  French  rejection  of.  .VI,  107 
nonmember  of  League  of  Nations  V,  229 
note  from  Allied  Powers,  April  18, 

1922  VI,  140 

note  to  Supreme  Council  of  May  11, 

1921  V.  89 
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occupation  agreement  V,  61 

occupation  costs  V,  50 

occupation  of  VI,  105 

occupation  of  territory,  military  con- 
trol established  V,  74 

opinion  of  Lloyd  George  on  condition 

of  V.  125 

opinions  of  German  experts  V,  54-55 

opposes  disarmament  as  subject  of 
Second  Hague  Peace  Conference 

IV,  376 

overseas  possessions,  disposition  of 

IV,  183 

"passive  resistance,"  withdrawal  of 

requested  by  Allies  VI,  270-271 

payments  to  German  nationals  V,  147 

penalties  V,  62 

policy  toward  Morocco  in  1904 

IV,  474-476 

population  and  revenue  IV,  207 

private  property  abroad  V,  86 

private  property  in  ceded  territories 

VI,  498 

private  property,  liquidation  and  re- 
tention V,  64 

productive   guaranties   proposed  by 

Italy  VL  250-251 

profits  realiied  from  occupied  terri- 
tories VI,  493-194 

proposal  to  take  over  Allied  debt ....  V,  86 

public  utilities  V,  194 

quarrel  with  Denmark  in  19th  century 

IV,  319 

railways,  see  Reparation  Commission, 

First  Committee  of  Experts. 
Rapallo  treaty,  April  16,  1922.  .VI,  138-139 
ratification  of  treaty  of  Versailles ...  V,  122 

rationing  V,  121 

recognition  of  Georgia  IV,  162 

recognition  of  SoWet  Russia  VI,  141 

reconstruction — 

labor  offered  V,  134 

program  of  AprU  22,  1921.  .  .V,  132-134 
proposal   of   settlement   made  to 

United  States  on  V,  85 

Schedule  of  Payments,  pro\a3ions 

for  V,  198 

reduction  of  armaments  under  peace 

treaty  IV,  259-263 

reforestation   of   French  devastated 

areas  offered  V,  133 

Reich  and  the  States  VI,  408-^10 

Reichsbank  autonomy  insured.  May 

25,  1922  V,  106 

Reichstag — 

Spa  agreement  approved,  July  29, 

1920  V,  125 

vote  for  Dr.  Simons  V,  74. 

vot«  on  Wirth  Government  V,  90 

reimbursement  of  monies  borrowed 

by  Belgium  V,  50 
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relations  with  Russia  VI,  138-144 

remission  of  payments  under  compen- 
sation agreements,  July  26,  1922 

V,  108 

reparation — 

agreement  on  financial  policy.  May 

9,  1922  V,  105 

ammonia  V.  40 

amortization  V,  63,  82,  85,  94 

amount  of  deferred  credits  V,  138 

annuities  payment  proposal  V,  67 

appeal  for  American  mediation ....  V,  79 
Bemelmans-Cuntze    agreement  of 

June  2,  1922  V,  139-142 

building  materials  offered  to  France 

V.  133 

capacity  to  pay  V,  68 

capital,  availability  of  withdrawn 

German  V,  82 

cargo  losses  in  shipping  V,  116 

cargo  vessels  delivered  up  to  May 

1,  1921  V,  116 

delivered  up  to  December  15,  1921 

V,  117 

cash  money  in    foreign  exchange 

needed  V,  81 

cash  moratorium  negotiations.  .V,  96,  98 
cash  on  account  of  Schedule  of  Pay- 
ments  V,  96 

cash  payments,  effect  of  V,  151 

cash  payments  made  in  1922  V,  104 

claims  of  Allies  as  of  February  12, 

1921  V.  75 

claims  of  payments  made  V,  39-41 

coal — 

acceptance  of  terms.   May  29, 

1919  V.  121 

acquisition  of  foodstuffs  premium 

for  miners  V,  124 

amount  for  export  in  1919  calcu- 
lated V,  121 

credits  on  amounts  sold  by  France 

V,  127 

deliveries  made  from  September, 

1920,  to  July,  1921  V,  122 

deliveries  to  France  from  No- 
vember 11,  1918,  to  Februarj- 

28,  1922  V,  126 

dissatisfaction  over  pithead  prices 

V.  123 

miners'  subsistence  proposed ...  V,  124 
modifications  of  treaty  provisions 

on  V,  122 

"options,"  definition  of  V,  122 

options,  total,  reduced  by  Allies 

V,  123 

Spa  agreement,  July  16,  1920,  on 

V,  124 

treaty  options  on  V,  121 
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Wiesbaden   agreement,  October 

6,  1921  V,  127 

see  also  Coal,  and  Reparation, 

Coal. 

construction    agreement    on  new 
boats  for  France  and  Belgium . .  V,  120 

co-operation,  desire  for  V,  69 

credit  received  on  allied  contracts 

V,  142 

creditors'  share  in  German  indus- 
try proposed  V,  81 

customs  dues  levied  between  Octo- 
ber 15  and  November  14,  1921 . .  V,  96 
Ciechoslovakia,  credits  for  Elbe  and 

Danube  shipping  V,  120 

debenture  bonds  delivered  V,  95 

declaration  by  Allies  of  default  V,  66.  88 

default  declared  by  Allies  V,  66,  88 

deliveries  in  kind— 

V,  63,  202,  204,  206,  208 
for  period  of  May  1  to  July  31, 

1921  V,  96 

from  November  11,  1918,  to  April 

30,  1922  V.  134-135 

not  included  in  eicportationa . . .  V,  139 

destroyed  war  materials  V,  63 

devastated  regions  V,  86 

dyes  V,  40.  110,  202,  205 

effective  shipping  claims  against.  .V,  116 
employment  of  German  laborers  in 

reconstruction  V,  81 

examination  of  obligations  requested 

V,  70 

export  levy  V.  63 

export  license  V.  141 

export  values  payment  of  November 

15,  1921  V,  95 

exports,  increase  in  necessary  V.  81 

external  wealth  relinquished  V,  91 

fiduciary  note  issue  expansion  V,  98 

"first  mortgage"  on  German  wealth 

V.  81 

fishing  vessels  delivered  up  to — 

May  1.  1921  V.  116 

December  15,  1921  V.  117 

floating  debt  proposals  V.  106 

foreign  loan 

V.  52,  57,  81,  99,  106.  108,  158-167 
German  rate  of  interest  proposed . .  V,  63 

guaranties  to  creditors  V,  86 

indirect  payment  in  kind  V,  144 

instalment  pajTnents  to  be  made  in 

1922  V,  104 

interallied  military,  naval  and  air 
commissions'  pay  chargeable ....  V,  37 

internal  transactions  V,  147 

international  committee  of  experts  V,  86 
international  loan 
V.  52,  57,  81,  85,  99,  106.  108.  158-167 
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invitation  to  United  States  to  par- 
ticipate in  work  of  committees  of 

experts  VI,  332 

Loan  Committee,  report  of.  .V,  159-166 
Lubersac-Stinnes  agreement,  August 

14,  1922  V,  143 

lumber,  deliveries  of  V,  112 

materials  offered  for  reconstruction 

of  France  V,  132 

mediation  refused  by  United  States 

V,  83 

memorandum  of  June  5-7,  1923 

VI,  265-267 

merchant  ships  sale  V,  1 14 

negotiations  for  loan  V,  99 

note  of  July  12,  1922  V,  107-108 

note  proposing  negotiations  on  Bel- 
gian plan  VI,  302-303 

note  to  Supreme  CoimcU  of  May 

11,  1921  V,  89 

objection  to  policy  of  diu-ess  V,  82 

obligation  undertaken  V,  73 

occupation  costs,  army  of 

V,  105,  208-209 
offer  of  assistance  to  damaged  in- 
habitants V,  69 

original  proposal  on  amount  V,  49 

passenger  vessels — 

delivered  up  to  May  1,  1921. .  .V,  116 
delivered  up  to  December  15, 

1921  V,  117 

payment   in   kind,    proposal  for, 

April  22,  1921  V,  132-134 

payments  in  kind  V,  86,  104 

payments,  inability  to  continue  1922 

V,  107 

payments  of  May  15,  June  6,  June 

28,  July  29,  1921  V,  95 

payments  under  Article  235.  .  .V,  36,  37 
pledge  to  fulfill  American  award.  .V,  84 
program  of  reducing  expenditures  V,  106 
proposal   for   deposit   of  metallic 

resen-e  V,  93 

proposal  of  March  7,  1921  V,  67 

proposal  of  settlement  to  the  United 

States  V,  85 

proposals  and  Allied  disagreement 

VI,  264-300 

provisional  settlement  V,  73 

purchase  price  of  German  goods 

attached  V,  73 

reconstruction  by  workmen  offered  V,  80 
reconstruction  materials  supplied  to 

co-operatives  V,  143 

reconstruction  of  devastated  areas  V,  63 
rehabilitation  of  devastated  regions  V,  80 
reply  of  United  States  of  May  2, 

1921  V,  87 

request  for  reduction  of  payment 

due  July  15,  1922  V,  108 
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request  for  suspension  of  cash  pay- 
ments in  1922  V,  107 

restoration  of  devastated  areas    V,  69 

river  craft,  deliveries  of  V,  119-120 

Saar  mines  V,  40-41,  203 

sailing  vessels — 

delivered  up  to  May  1,  1921. .  .V,  116 
delivered  up  to  December  15, 

1921  V,  117 

Schedule  of  Payments  

V,  88,  195-199;  VI,  219 

settlement  of  total  debt  V,  68 

shipping — 

credit  on  account  of  deliveries  as 

of  December  15,  1921  V,  117 

deliveries  credited  before  May 

1,  1921  V,  117 

deliveries  up  to  1922  V,  117 

Hines  award,  January  9,  1921.  .V,  120 
Spa  agreement,  July,  1920,  on.  .V,  114 

tonnage  due  Allies  V,  113 

shortage  on  payments  due  January 

15,  1922  V,  96 

specie  deliveries  as  of  July  20,  1921  V,  94 

statement  of  opinions  on  V,  53-54 

tariff  on  exports  and  imports ....  V,  66 
technical    advice,    labor  material 

assistance  offered  V,  80 

Reparation  Commission — 

acceptance  of  treasury  bonds  for 
cash  payments  due  in  1922.  . .  .V,  112 

budget  reform  requested  by  V,  102 

cash  moratorium  decision  of  March 

21,  1922  V,  103 

decision  of  May  31,  1922  V,  106 

defaiJt  announced  by  V,  94 

depreciation  of  mark  recognized.  .V,  112 

financial  policy  accepted  V,  105 

invitation  to  United  States  to  ap- 
point American  expert . . .  VI,  344-345 
issue  of  internal  and  foreign  loans  V,  112 

note  of  April  29,  1921,  to  V,  93 

note  of  December  2,  1921  V,  98 

note  of  German  Chancellor  of  De- 
cember 14,  1921,  to  V,  99 

reforms  of  finances  contemplated  V,  112 
request  by  Germany  for  extension 
of  time  limit  on  payment  of  in- 
stalments V,  99 

request  for  information  on  curren- 
cies V,  99 

request  for  resimiption  of  loan  nego- 
tiations, July  12.  1922  V.  167 

shipping  obligation  cut  V,  116 

statistics  publication  demanded 

V,  156-157 
total  credit  on  commercial  vessels 

delivered  V,  116-117 

reply  of  April  21,  1922,  to  Allied  note 

VI,  141 
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reports  of  international  financial  ex- 
perts on  financial  situation 

VI,  231-243 

responsibility  for  the  war  V,  68,  72 

restitution  V,  36,  41-42,  149 

restriction  of  foreign  trade  V,  91 
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Danzig,  Free  City  of  V,  303,  304 

Saar  Governing  Commission  V,  302 
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Article  1,  Covenant  of  League,  pro- 
visions  IV,  263-264 
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Permanent  Court  of  International 

Justice  V.  359 

resolution  fixing  salaries  and  al- 
lowances of  members  of  Perma- 
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co-operation    with  Intellectual 

Labor  IV,  93-95 

economic  blockade  IV,  167-173 
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on  children  affected  by  the  war,  .IV,  96 
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on  passports  IV,  102-103 

on  private  manufacture  of  arms 

IV.  177 


CUMULATIVE  INDEX  VOLUMES  IV-VT 


569 


PAGE 

League  of  Nations — Continued. 

on  publicity  IV.  19-20 
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on  scope  of  Article  18  IV.  23-24 
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Court  of  International  Justice 
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Rules  of  Procedure  IV,  31-39 
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attitude  of  United  States  toward,  dis- 
cussed by  Herbert  Hoover  VI,  06 

Austria,   financial  reconstruction  of 

V,  274-276 

British  attitude  toward  V,  419 
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adoption  of  1920  and  1921,  resolu- 
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George  Foster  IV,  119-123 

problem  of  fair  payments.  .  .  IV.  120-121 
Bulgarian    request    on  marauding 

bands  V,  272-273 

Commission  of  the  Preliminary  Peace 

Conference  IV,  344-345 

Committee  of  Jurists — 

questions  submitted  arising  from 

Italo-Greek  dispute  VI,  195 
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on  amendments  to  Covenant 

IV,  51-52,  56,  60 
Communications  and  Transit — 

Permanent  IV,  79-81 

Provisional  IV,  78 

Economic  and  Financial — 

Permanent  IV,  69-71.  76-77 

Pro\Tsional  IV,  76  77 

finance  in  tsrphus  campaign.  .  IV.  99-100 
First,  Second,  etc.,  of  Assembly — 

chairmen  named  IV,  14 
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permanence  of  debated  IV,  40-^1 

resolution  regarding  IV,  46 
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on  International  Health  IV,  84-86 
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.     .  IV,  78 

on  situation  m  Armenia,  etc.. .  IV,  90, 197 
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Permanent.  ..IV,  79-81;  V.  287-292,  364 

Provisional  IV,  78 
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see     also     Communications  and 
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resolutions  regarding  IV.  80-82 

Communications  and  Transit  Organi- 
zation IV,  78-82 

proposal  for  IV.  69 

resolutions  regarding  IV,  80-82 

see  also  Communications  and  Tran- 
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competence  of  Council  and  Assembly 

rV,  41^6 

contributions,  payment  of .  . .  .IV,  119-126 
resolutions    and  recommendations 

regarding  IV.  123-126 

co-operation  of  nonmember  States  V.  229 

conferences,  calling  of  VI,  42 

Council — 

action  discussed  by  First  Assembly 
with  reference  to — 
Communications  and  Transit  Or- 
ganization IV,  78-79 

economic  blockade  IV,  167-168 

India  and  the  International  Labor 

Organization  IV,  103 

mandates  IV,  183-190 

mediation  in  Armenia. . .  .  IV,  191-198 
proposal  for  Court  of  Interna- 
tional Justice  IV,  104,  112 

publicity  of  documents  in  Polish- 
Lithuanian  dispute  IV,  19-20 

raw  materials  IV,  71-74 

traflBc  in  women  and  children  IV,  88 

tj^phus  question  IV,  99 

war  between  Soviet  Russia  and 

Poland  IV,  199-202 

action  in  case  of  covenant-breaking 
states,  suggested  amendment  to 

Covenant  regarding  IV,  54 

Advisory  Commission  for  Military. 
Naval  and  Air  Questions  estab- 
lished by  IV.  355-356 

appointment  of  Committee  on  In- 
tellectual Co-operation  V.  299 

asked  by  Assembly — 

to  aid  in  international  organi- 
zation of  intellectual  labor . . .  IV,  94 
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to  be  guided  by  articles  on  finan- 
cial administration  of  League 

IV,  124 

to  call  international  conference  on 

women  and  children  trafiBc.  .IV,  90 
to  confer  on  reduction  of  arma- 
ments IV,  180 

to  consider  means  of  furthering 
work  for  children  affected  by 

the  war  IV,  96 

to  report  on  scope  of  Art.  18  of 

Covenant  IV,  23-24 
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nancial Conference ...  IV,  70,  76-77 
to  take  action  in  case  of  covenant- 
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to  take  steps  for  control  of  opium 

traffic  IV,  91-93 

attitude  on  Corfu  crisis  VI,  169-176 

competence  of  IV,  43-44 

competence  to  deal  with  Italo- 
Greek  dispute  challenged  VI,  193-194 

composition  of  VI,  41 

decision  on  Free  City  of  Danzig, 

November  17,  1920  V,  303 

disputes  before  V,  261-273 

duties — 

as  to  election  of  judges  in  Court 

of  International  Justice  IV,  281,  283 
as  to  limitation  of  armaments 
provisions  of  Peace  Covenant 

IV,  263-264 
under  provisions  of  Aaland  Is- 
lands agreement  IV,  424 

Eastern  Carelia  question  referred 

to  Permanent  Court  VI,  516 

election  of  nonpermanent  members 

IV,  46-53 

expenses  of  meetings  IV,  127,  128 

meetings  V,  234 

members  V,  235 

nonpermanent  members,  suggested 
amendment  to  Covenant  regard- 
ing  IV,  54 

organization  and  procedure  V,  235 

passport  question  referred  to  Assem- 
bly by  IV,  101 

position  and  powers  IV,  26-27 

principal  decisions  V,  235 

publicity  of  meetings  IV,  18-19 

recommendations  of  Advisory  Com- 
mittee   of    Jurists    referred  to 

Assembly  by  IV,  113 

references  V,  235 

relation  to  Assembly  IV,  18,  39—46 

relation  to  Technical  Organizations 

IV,  66-69 
report  on  work  of,  debate  in  Assem- 
bly regarding  IV,  21-22 

resolutions — 

on  Aaland  Islands  IV,  422-423 
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on  admission  to  Permanent  Court 
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V,  382-383 
on  British-French  dispute  over 

nationality  decrees  VI,  512 

on    manufacture    of    arms  in 

Danzig  IV,  360-361 

rules  of  procedure  a  basis  for  Assem- 
bly rules  IV,  26 

Court  of  International  Justice 

IV,  104-114,  276-296 
Covenant  of  League — 

action  against  states  breaking 

IV,  167-173 
adoption  of  Articles  8  and  9  by 
Preliminary    Peace  Conference 

IV,  344-354 
amendments  considered  by  Assem- 
bly IV,  54-63:  V,  232 

Article  X,  discussion  of  VI,  171 

Articles  XI-XV  VI,  174 

Article  XVI,  discussion  of  VI,  172 

Franco-Belgian  military  understand- 
ing, effect  on  VI,  98 

modifications  eventually  necessary, 

but  not  yet  IV,  57 

preliminary  drafts  IV,  339 

provisions  regarding  "alliances"  VI,  115 
provisions  regarding  limitation  of 

armaments  IV,  263-264 

question  of  Italian  violation  of . .  VI,  184 

text  of  V,  311-322 

criticism  of  answered  by  M.  Bourgeois 

IV,  189 

criticisms  of,  discussed  by  Lord  Robert 

CecU  V,  421 

Czechoslovak-Jugoslav  alliance  sub- 
mitted VI,  115 

delegations  to  Assembly  IV,  203-205 

dispute  over  Corfu  referred  VI,  181 

action  taken  VI,  183 

duties  under  peace  treaties  VI,  93 

Eastern  Galicia  dispute  V,  272 

Economic  and  Financial  Committee — 

Permanent  IV,  69-71,76-77 

Provisional  IV,  76-77 

resolutions  of  Assembly  IV,  70,  76-78 

Economic  and  Financial  Conference 

IV.  70,  76 
Economic   and   Financial  Organiza- 
tion IV,  69-78 

expenditures  IV,  131 

proposal  for  IV,  69 

resolution  recognizing  necessity  of  IV,  70 
see  also  Economic  and  Financial 
Committee. 

economic  blockade  IV,  167-173 

debate  on  IV,  167-171 

proposal  for   International  Com- 
mission on  IV,  167-168,  171-173 
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status  of  foreigners  under. .  .IV,  168-171 

resolutions  IV  i  171-173 

subcommittee  on  LV  .  167 

economic  weapon,  see  economic  block- 
ade. 

Epidemic  Commission  V,  284 

establishment  I\  .  7 

Fifth  Committee  of  Assembly — 

admission  of  new  states ....  FV,  133-166 
admission  considered,  of — 

Albania  IV,  151-153 

Armenia  IV,  155-159 

Austria  IV,  136-141 

Aierbaijan  IV.  165 

Baltic  States  IV,  155-158 

Bulgaria  IV,  142-147 

Costa  Rica  IV,  148 

Finland  IV.  149 

Georgia  IV,  155-158,  162-163 

Luxemburg  IV,  149-150 

very  small  countries  IV,  164 

attitude  on  guaranties  for  minorities 

IV.  135 

chairman  appointed  FV,  14 

reports  to  .Assembly  IV,  133-134, 

141,  147-151,  153-154,  157-159,  166 

subcommittees  of  IV,  136 

financial  foundation,  speech  of  Sir 

George  Foster  IV,  119-121 

"First  Assembly  of  the  League  of 

Nations"   IV,  1-207 

First  Committee  of  Assembly — Gen- 
eral Organiiation  IV,  25-63 

chairman  appointed  IV,  14 

meetings  IV,  25 

prei>aration  of  Rules  of  Procedure 

IV,  25-39 

questions  considered — 

amendments  to  Covenant ..  .IV,  54-57 
nonpermanent  members  of  Coun- 

cU  IV,  46-51 

relations  between  Council  and  As- 
sembly IV,  39-41 

reports  read  in  Assembly 

IV,  25-29,  41-51,  57-58 

subcommittees  of  IV,  25 

Fourth  Committee  of  Assembly — Sec- 
retariat and  Budget  I\,  115-132 

attitude  on  publicity  IV,  17-18 

chairman  appointed  IV,  14 

discussion  on  reduction  of  budget 

for  Secretariat  IV,  122 

real  accomplishments  IV,  115 

reports  IV,  115-121 

France — 

guaranty  agreement  VI,  96 

position  on  An.  10  VI,  107 

functions  IV_  65 

Health  Organization,  see  Interna- 
tional Health  Orgaoixation,  also 
Health  Conunittee. 
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guaranties  against  aggression.  Article 

10.  see  .Article  10. 
International  Health  Organization 

IV,  82-87 
judicial  functions  respecting  transit, 

resolution  IV,  82 

jurisdiction,  lack  of  relative  to  peace 

treaties  VI,  92-93 

legal  position  IV,  42-43 

mandatory  system  TV,  1S3-190 

basic  facts  IV,  183-184 

debate  in  Assembly  IV,  184-189 
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recommendations  passed  by  As- 
sembly IV,  190 

respective  responsibility  of  As- 
sembly  and   Council  regarding 

IV,  187-189 

suggested  mandate  for  .Armenia  IV,  192 
members — 

election  of  as  nonpermanent  Coun- 
cil members  IV,  46-53 

financial  obligations  to  League — 

payment  of  contributions  IV,  119-121 
recommendations  regarding 

IV.  124-126 

im-ited  to  participate  in  Com- 
munications and  Transit  Con- 
ference IV,  79-81 

new  members,  see  membership. 

position  and  powers  IV,  26-27 

proposed  action  by  against  cove- 
nant-breaking states  IV,  169-173 
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